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PART I 


1. Economic Power versus Political 


‘‘The rise of the modern corporation has 
brought a concentration of economic power 
which can compete on equal terms with the 
modern State— economic power versus 
political power, éach strong in its own field. 
The State seeks in some aspects to regulate 
the corporation, while the corporation, 
steadily becoming more powerful, makes 
every effort to avoid such regulation.’ 
This quotation from the published results 
of research made by an eminent lawyer and 
economist epitomises the existing position 
in the United States of America, where the 
corporation has been developed to its 
greatest extent. In Australia, although 
the company-type of proprietorship has 
not reached the vast proportions of over- 
seas corporations, several of our companies 
are commencing to reach giant size. In 
this paper consideration will be given to 


*This paper contains no reference to consoli- 
dated statements or group accounts prepared for 
holding and subsidiary companies. The prepara- 
tion of such statements and accounts present to 
the members of the profession sufficient difficulty 
to warrant their omission from a paper not specifi- 
tally dealing with that subject. Whether or not 
consolidated statements are the ideal method of 
presenting the results of a group of companies re- 
quires further study by the profession. 


some of the social effects of the tremendous 
growth, in less than a century, of the joint- 
stock company, and some accounting impli- 
cations arising from the ownership and 
control of such companies. Such a study, 
if a bias is given towards the financial as- 
pect, particularly the financial statements 
prepared by companies, should prove of 
interest, as accounting is one of the basic 
essentials of corporate financial structure. 


2. The Corporation— 

A “Modern” Development 

It is not necessary for the present pur- 
pose to review the evolution of corporate 
enterprises from the time when corpora- 
tions were the exceptional creations of sov- 
ereign power, but rather to examine the 
present stage of development. It will be 
sufficient to indicate that ‘‘the ancient 
world did not recognize business associa- 
tions with corporate personality’’*: busi- 


? Berle and Means, The Modern Corporation and 
Private Property, p. 357. 

*The paid-up capitals of the Broken Hill Co. 
Pty. Ltd. and of the Colonial Sugar Refining Co. 
Ltd. are respectively £20,648,360 and £12,480,000. 

*Levy, Private Corporations and their Control, 
i s 
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Corporation as Social Unit—continued 

ness life in ancient times was individualis- 
tic. ‘‘Though it is not possible to discover 
instances of the joint-stock company in 
England before the middle of the sixteenth 
century, it must, at the same time, be 
recognized that before that date there were 
tendencies which would make its ultimate 
establishment inevitable.’’> However, long 
before the foundation of Australia joint- 
stock undertakings were established in 
Europe,® and in special cases attempts were 
made to limit the liability of the members 
of such organizations.’ This was generally 
achieved by the granting of a charter. 


3. Changes Consequent upon Growth 
of Corporations 


Before examining the accounting and 
financial reporting of companies, reference 
should be made to the change which has 
oceurred by the transfer of a large propor- 
tion of the industrial wealth of our nation 
from individual ownership to ownership by 
corporate associations. This transfer has 


vitally affected the very means of liveli- 


hood of investors, the employees of com- 
panies, and, legally, the method of 
property tenure. ‘‘The divorce of owner- 
ship from control consequent on that pro- 
cess almost necessarily involves a new form 
of economic organization of society.’’§ 
Prior to this century the typical business 
unit was that owned by an individual or 
by a small group of individuals, whose 
wealth determined, more or less, the size 
of the unit. The typical business enter- 
prise was managed usually by the owner, 
or when the owner did not directly manage 
he did so indirectly through a manager. 
The number of employees in such a typical 
unit of business was not large. While com- 
panies remained relatively small it was 
possible to obtain most of the pertinent in- 
formation regarding the financial opera- 
tions by obesrvation and by word of mouth 
from a few executives. Very little control 
was exercised by the State over private en- 
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terprise. The individual had almost com- 
plete freedom of contract. The employer 
could make any bargain he liked with his 
employees. This is vastly different from 
the present scene, with the large corpora- 
tion in which the investor (the owner) has 
no contact with the employee and in which 
the State regulates many matters which 
until quite recent times were deemed to be 
purely matters to be settled by the 
‘* owner.’’ The public, as consumer of the 
product or service of the corporation, is 
more aware of the activities of the large 
company than it formerly was of the many 
small firms competing to supply goods or 
services. Ownership becomes more dis- 
persed, but power becomes more concen- 
trated in the modern corporation. The 
corporate system ‘‘bids fair to be as all- 
embracing as was the feudal system in its 
time.’’S 


4. Persons Interested in Corporations 


Although the English Companies Acts of 
1855 and 1862 allowed freedom in the for- 
mation and control of companies (these 
Acts were followed in each of the Austra- 
lian States at varying intervals of time), 
it is only in comparatively recent times 
that a large proportion of the population 
has been interested in the operations of 
companies—either as holders of shares or 
as employees of companies. In the last 
twenty-five to thirty years not only has the 
number of companies vastly increased, but, 
what is more important from the viewpoint 
of this paper, the number of persons hold- 
ing shares in companies has greatly in- 
creased (see statistics in Appendix A). 
This considerable increase in the number 
of persons holding shares in companies, 
and in numerous instances the consider- 
able increase in the number of employees 
of large corporations, has caused an over- 
hauling of the accounting methods of com- 
panies—more particularly of the methods 
of conveying the results of the company’s 





5Secott, Joint Stock Companies to 1720, p. 1. 
The early joint-stock companies were concerned 
with discovery, privateering, and foreign trade. 


*Scott, op. cit., p. 13, refers to large partner- 
ships formed in England in the fifteenth century 
for the working of the Mines Royal. Ashley, An 
Introduction to English Economic History, p. 155, 


points out that ‘‘there was little room for the in- 
vestment of capital in England by Englishmen”’ 
before the fourteenth century. 

7In 1662 the members of the East India Com- 
pany had a species of limited liability. 

® Berle and Means, The Modern Corporation and 
Private Property. 
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Corporation as Social Unit—continued 

activities to its members, employees, and 
other parties directly or indirectly inter- 
ested therein. 


5. Growth of Corporations 


To give some idea of the growth of com- 
panies in Australia, figures indicating the 
number of companies formed in each State 
in each year and the nominal capitals of 
those companies are reproduced in Appen- 
dix B. It will be noticed that the growth 
of the corporate system has been such that 
the corporation now forms a very definite 
and formidable social unit.® 


6. Accounting and Corporations 

3efore considering the financial state- 
ments issued by companies, it is necessary 
to have some regard to the accounting 
which lies behind their preparation. It is 
also necessary to have regard to the in- 
herent limitations in the accounting process 
itself. The published financial statements 
of companies are necessarily historical in 
character. The accounting basis upon 
which they are erected is not yet fixed and 
stable, for accounting technique is still in 
the process of development. Accounting is 
one of the fields of activity which is in a 
state of partial anarchy.’° The preparation 
of published financial statements relies 
upon the integrity and good faith of the 
directors, accountants, and auditors of the 
companies which prepare them. Company 
reporting is concerned with two main con- 
cepts: (1) a recognition of generally ac- 
cepted accounting concepts, and (2) an 
observance of consistency in the applica- 
tion of those generally accepted accounting 
concepts. 

Upon the integrity of accountants and 
the soundness of accounting method rests 
the worth of published financial state- 
ments. Accounting statements are prepared 


*The total paid-up capital of companies listed 
on the Sydney Stock Exchange at 16 May 1951 
was £460,000,000 approx. This figure does not 
include mining and similar companies. 

“S. R. Brown, Accounting and Logic, in Com- 
nonwealth Institute of Accountants Research Lee- 
ture, Hobart, July 1951. 

“It is a canon of company law that dividends 
must not be paid in such a manner that paid-up 
capital is returned to members without the consent 
of the Court. 
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on the basis of certain assumptions, and 
assumptions may, and do, vary. Account- 
ing is therefore not an exact science. As yet 
accounting concepts are not accorded such 
general recognition as are the rules of law. 
So far the law has, in some instances, com- 
pelled accountants to adopt certain ac- 
counting procedures,'! and in other cases 
the law, mainly through statute, has adop- 
ted certain accounting concepts. The 
failure of the law to recognize accounting 
procedures is often caused by a divergence 
of views amongst accountants themselves as 
to the best method to adopt in particular 
cases. |? 


Dean D. K. David, of the Harvard 
Graduate School of Business Administra- 
tion,’* points out that business men have 
both the obligation and ability to con- 
tribute to the general social welfare. ‘‘It 
is,’’ he states, ‘‘indispensable that men 
deal justly with one another in a modern 
industrial civilization.’ It follows that it 
is the obligation of the accounting profes- 
sion to place information in financial state- 
ments in an understandable form so that 
those interested may acquire a knowledge 
of the operating results and financial posi- 
tion of the company. The company, Dean 
David states, ‘‘is the society within which 
most economic agents normally find the 
means of making their economic contribu- 
tion to the community,’’ and to regard as 
being in opposition to one another groups 
that are in daily active co-operation in the 
efficient production of goods is as unreal as 
it is costly. 


7. The Purpose of Financial Statements 


The published financial statements of 
companies represent a record of the opera- 
tions of the company which the directors 
are legally required to supply to members. 
The financial statements are, however, 


2A. A. Fitzgerald, in a paper at the Australian 
Congress on Accounting in Sydney in 1949, 
pointed out variations between the recommenda- 
tions on accounting procedure made by the Insti- 
tute of Chartered Accountants in England and the 
Chartered Institute in Australia. He also advo- 
eated many variants from both recommendations. 


* Quoted by B. W. Dempsey in Harvard Busi- 
ness Review for July 1949. 
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Corporation as Social Unit—continued 

much more than that: they are an import- 
ant record in which many other types of 
persons are interested. 


As is well known, the published revenue 
statement discloses the result of the match- 
ing process, i.e. whether the company has 
made a profit or a loss for the period being 
reported on; the balance sheet contains an 
inventory of the assets (costs not yet 
matched against revenues), and indicates 
the equities of both the external creditors 
and the members in the company; the 
balance sheet thus contains information of 
considerable assistance to those seeking to 
obtain the worth of a company. For many 
purposes the revenue statement is the more 
important document, yet for other pur- 
poses the balance sheet is predominant. 
They are complementary documents. 


From the practical aspect, although not 
from a legal viewpoint, management is in 
a fiduciary position as regards the holders 
of shares in the company. It will also be 
suggested later in this paper that manage- 
ment is to a lesser degree in the nature of 
a trustee as regards the employees of the 
company. The subject will also be dis- 
cussed as to whether or not management 
has a duty to, say, creditors of the com- 
pany, the public, the government, the dis- 
tributors of the company’s product or ser- 
vice, the community in which it operates, 
and to the nation as a whole. It will be 
suggested that the published financial 
statements of companies have become social 
documents. It is gradually being realized 
that the prosperity of the community is de- 
pendent on the prosperity of companies 
which form such a large proportion of the 
business economy, and that the social 
security and well-being of employees de- 
pends largely on the ability, of companies 
to function as going concerns. The ques- 
tion is asked as to the desirability of pre- 
paring separate financial reports directed 
towards meeting the requirements of the 
varied interests mentioned. 


Outside the scope of this paper is the 
preparation of reports for management; 
reference should be made, however, to the 


% Accounting Research Bulletin No. 5, April 
1940. 
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fact that the published financial statements 
do not generally coincide with those which 
the directorate and management prepare 
for their own guidance. In discussing this 
aspect, the American Institute of Accoun- 
tants, when recommending that cost be 
used as the basis for providing deprecia- 
tion of fixed assets in the annual financial 
statements issued to members, states: ‘‘a 
distinction can be made between the in- 
ternal accounting for an enterprise and 
the accounting for the corporation which 
carries on the enterprise. From the stand- 
point of the enterprise, cost to the corpora- 
tion is not of controlling significance, but, 
to the corporation itself, cost is the proper 
foundation of its accounting.’’"** Further 
reasons for variations will be obvious, but 
a discussion of the preparation of financial 
information for management, and the 
many difficulties encountered in an infla- 
tionary economy, is a separate study. 


8. One-purpose Report Insufficient 


This paper is concerned with only one 
aspect of the change in our economic 
organization mentioned: the social aspects 
of the financial statements companies pub- 
lish and the desirability of changes in pres- 
ent methods of presentation. From investi- 
gations made, the details of which will be 
given later, it is clearly demonstrated that 
the financial statements which companies 
now publish (generally a revenue state 
ment, balance sheet, and, in some cases 
a statement of source and disposition of 
funds) do not meet the requirements of 
the different types of persons who are in- 
terested in the enterprise. The day of the 
one-purpose type of financial statement to 
suit all needs is outmoded. ‘‘It is an axiom 
in accounting circles that one financial 
statement cannot possibly give all the in- 
formation which all those interested in an 
enterprise might like to have.’’!* Any ten- 
dency to use a statement with the single 
purpose of supplying information to all 
parties will result in such a voluminous 
mass of detail and figures, probably only 
of use to a trained accountant. It is sug- 
gested that special-purpose statements are 


“8 Journal of Accountancy, Editorial, Februazy 
1947. 
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Corporation as Social Unit—continued 

essential.1® Immediately the query will be 
raised whether such special-purpose state- 
ments will arouse suspicion in the minds 
of the class receiving them, e.g. will em- 
ployees regard financial statements specifi- 
eally prepared for them as giving a true 
picture when shareholders receive a differ- 
ent statement. One of the greatest prob- 
lems facing the accountancy profession at 
the present time is to make the published 
financial statements intelligible to the vari- 
ous parties receiving them. ‘‘Large modern 
corporations are becoming increasingly 
conscious of their obligation to report their 
activities to a constituency made up, not 
solely of large investors, but of small stock- 
holders, employees, and representatives of 
the general public as well. Corporation 
executives recognize that good public rela- 
tions is a business asset, and that honest 
reporting makes for better public relations. 
They are aware also that big industry has 
acquired increased obligations to a wide 
public that has invested in large-scale cor- 
porations, works for them, or buys from 
them. That public is now conceded the 
right to an amount of information about 
business that would have seemed fantastic 
to corporation executives a generation or 
two ago.’"!7 Proceeding on the assumption 
that the normal financial statements do not 
meet the requirements of the various 
parties interested, attention may be direc- 
ted towards means of catering for such 
needs. Extensive exploration and experi- 
mentation with different forms and prac- 
tices with respect to the various ways of 


*A. A. Fitzgerald, in a paper before the Aus- 
tralian and N.Z. Association for the Advancement 
of Science in 1949, states: ‘‘The needs of the sev- 
eral groups of persons who seek to dig useful in- 
formation out of accounting statements are so 
diverse that it is not to be expected that any single 
form of statement will serve all of them equally 
well. Even as between owners and managers of 
enterprises there are differences in the nature of 
the information sought.’? In Company Annual 
Reports, issued by American Management Asso- 
ciation in 1947, appears the following: ‘‘ At pres- 
ent the balance sheet is a compromise between in- 
terests of the various parties. It tends to stress 
certain points so as to allow greater disclosure in 
one direction, possibly at the expense of less infor- 
mation in other directions. In deciding on the final 
presentation and the ‘angle’ to be taken, the ac- 
countant has to weigh the importance of the differ- 
ent interests and the technical possibilities of pre- 
senting information in the form desired by the 
dominating party. The alternative to a compro- 
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meeting this need are exercising the minds 
of company managements. Some of the 
attempted solutions are later considered. 
The greater disclosure in the annual re- 
port of the directorate and accompanying 
financial statements reflects the awakening 
social consciousness,'® and the economic 
ferment, of our times. The ever-widening 
audience of the activities of companies can- 
not be satisfied with the annual financial 
statements and report prepared, as at pres- 
ent, solely for the members of companies. 


9. Reports for Members 


The persons primarily interested in the 
financial statements of companies are the 
owners—the shareholders. Such persons 
are those mainly, and usually solely, 
catered for by company executives in Aus- 
tralia. 

A member of a company surrenders to 
the board of directors the management and 
control of the company. A member, as 
such, has no voice in the affairs of the com- 
pany, and it is only in extreme cases that 
the judgment of the directors may be inter- 
fered with. The member becomes a sup- 
plier of capital, with minor legal rights as 
to the enforcement of his claims to the dis- 
tribution of the profits of the company. 
Few shareholders bother to attend meet- 
ings’® of the company; generally they are 
mere receivers of dividends, and in numer- 
ous cases they are speculators. The private 
corporate association has in the last forty 
to fifty years undergone, as far as its 
ownership is concerned, vital and funda- 
mental changes. Outside the scope of this 


mise that cannot possibly be wholly satisfactory 
and may impair the value of the information given 
is to prepare separate statements for the various 
parties—‘single-purpose statements’ as they have 
been called. Such a report would be prepared with 
a view to satisfying the particular interest as well 
as possible, and the various accounting methods 
and conventions would be re-examined to satisfy 
those needs as far as it can be done.’’ 


7 What People Want to Know About Your Com- 
pany, Controllership Foundation, 1948. 

18 Report of the Cohen Committee on Company 
Law Amendment, England, 1943. 

1 Even if a member does attend a meeting it is 
virtually impossible for him to obtain information 
from the directors if they are unwilling to disclose 
it. Directors should be interested in the long- 
period development of the company, and thus may 
deem it desirable to recommend reduced dividends 
in order to provide for the future stability of the 
enterprise. 
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Corporation as Social Unit—continued 

paper is a discussion as to how the legis- 
lature should recognize the change which 
has occurred in the status of the member 
of a company. The whims of directors, re- 
inforeed or retarded by governmental 
pressure or dictates in support of State 
economic developmental policies, often 
make the member of a company a mere 
cypher. 


The member, although he loses the right 
to obtain the return of the capital he has 
supplied to the company, may dispose of 
his interest per medium of the share mar- 
ket. Although the possession of a share in 
a company may legally represent a pro 
rata right to share in the net assets of the 
company and a similar right to receive a 
distribution of profits of the company, this 
legal right is in fact subject to a process of 
valuation. If the member is desirous of 
withdrawing his investment, the market 
price of his shares will appraise him of its 
value. This does not appear to be the 
statutory concept of obtaining the worth 
of a member’s holding, but it is the prac- 
tical result. The shareholder has a piece of 
paper with an open market value, and as 
holder of this paper may receive from time 
to time, at the pleasure of the management, 
periodic distributions. He is forced to 
measure his participation, not in assets, 
but in a market quotation ; and this market 
quotation ‘‘discounts’’ or appraises the ex- 
pectation of distribution.*® The main fac- 
tor which the market must use is the report 
which the directors give in their published 
financial statements. The periodic match- 
ing of income and expense in the annual 
revenue statement affords members an idea 
of the company’s progress and whether the 
enterprise is, or is not, living within its 
income. Companies, according to many, 


* Berle and Means, The Modern Corporation and 
Private Property, p. 287. 


What People Want to Know About Your Com- 
pany, Controllership Foundation, 1948. 


* Some companies in the U.S. forward to mem- 
bers a quarterly revenue statement (Management 
Accounting, a report by the Anglo-American 
Council of Productivity, November 1950). 


* <<« Perhaps the greatest problem confronting ac- 
countants today is to measure the profit of com- 
panies for short-term periods, usually a year. The 
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appear to exist for the purpose of dis- 
tributing bounteous dividend cheques to 
members, obtaining a monopolistic control 
over prices, and forcing wage-earners to 
accept the lowest ceiling possible for wages. 
That the picture is not as painted is 
obvious. Management’s job is to blend the 
various factors of production, and con- 
siderable skill is required in so doing. The 
annual financial statements are the main 
means by which the result of such ‘‘blend- 
ing’’ is conveyed to members. Admittedly 
the average member is not an avid reader 
of the information supplied by the com- 
pany of which he is part-owner. ‘‘He is 
oppressed by the complexity of financial 
data and frightened by what seems to him 
the incomprehensibility of accounting 
language. So, while he feels somewhat 
guilty about his lack of enterprise and in 
some instances tends to magnify the 
amount of attention he does devote to the 
subject, the typical reaction of the average 
stockholder to the fancy brochures he re- 
ceives annually from companies ranges 
from boredom to cursory interest.’’*! Some 
company managements have devoted much 
time and expense towards increasing mem- 
ber-interest in the financial report.?* The 
present two-sided balance sheet is gradu- 
ally being superseded by the newer form of 
balance sheet which emphasizes the inti- 
mate relationship between current assets 
and current liabilities by subtracting the 
latter from the former to show a net work- 
ing capital figure. To this is added the 
amount of the fixed assets to form a total 
which might be regarded as the total funds 
of the enterprise. By subtracting from this 
the long-term indebtedness, a balance is 
arrived at which shows the members’ 
equity in the company. This is then ex- 
plained by the several classes of shares 
issued and other items such as reserves and 
undistributed profits which comprise the 





views of accountants differ, often widely, as to 
what the profit of a company is for a specific ac- 
counting period. It is therefore no wonder that 
the publie are misled into the belief that the profit 
disclosed for an accounting period means a variety 
of different things—many think that profit means 
money; money the company can dispose of in any 
way it likes: others think that company profits 
are understated; the directors merely disclose 
whatever profit they want to: others again suggest 
that company profits are overstated; they say that 
accounting practices do not reflect changes in the 
purchasing power of the pound and, therefore, 
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Corporation as Social Unit—continued 
shareholders’ funds. In a like manner the 
revenue statement is being simplified.** 

In recent years the tendency has been 
to supplement the annual financial state- 
ments with charts, diagrams, and in other 
pictorial ways endeavour to make the 
financial information understandable by 
the person unskilled in accounting. There 
have been two opposing reactions to this 
movement. The first is affirmative applause 
and a move for larger and yet larger and 
more lavish annual reports; and the other 
is that ‘‘the annual report be stripped of 
all its popular and decorative features and 
limited to the serious business of the finan- 
cial statements and the president’s re- 
port.’’"** Some advocates say that such a 
method would save expense and others say 
they are able to arrange for their experts 
to interpret the formal information and 
that pictures and charts do not assist the 
trained analyst. 

As a result of the survey made by the 
Controllership Foundation in America of 
the problem being considered, it was sug- 
gested that two different kinds of docu- 
ments might suit the needs of members bet- 
ter than the existing all-purpose statement. 
The report suggests as follows :— 

**One of these would be a short, one-page 
annual (or semi-annual) report letter 
signed by the president and answering 
briefly and clearly the two questions which 
stockholders ask: ‘What did the company 
earn last year?’ and ‘How strong is its 
present financial condition?’ If the presi- 
dent feels he can also talk on the topic, 
‘What are next year’s prospects?’ and say 
something more than mere platitudes, this 
also would be extremely acceptable. The 
suggestion that he should invite the stock- 
holder to write for the complete report 
that the company has prepared for the ex- 
perts might also be considered. The second 
document for typical stockholders would 


that the profit resulting from adding and subtract- 
ing £s.d. signs of different values is not a ‘real’ 
gain: others cannot understand how profits which 
are re-invested in the company, say, in new plant, 


can be true profits, for no one receives them: 


they suggest that profit is represented by the divi- 
dend paid to members: others say that the revenue 
of a company can only be arrived at by consider- 
ing the ‘value’ of £s.d. when the actual cash is 
received and the transaction consummated—on a 
realisation principle: others say that the revenue 
of a company, less its expenses, is apportioned be- 
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be a company news-letter telling, again in 


- simple narrative prose, what the company 


is doing that is interesting. This would be 
frankly a public relations document, de- 
signed to do for stockholders what the em- 
ployees’ house organ does for the working 
force. It would tell about new products, 
new personalities, and new problems, and 
give a running account of the highspots in 
the corporation’s month-to-month history. 
Perhaps it would be distributed as a divi- 
dend envelope stuffer, perhaps as a separ- 
ately mailed magazine or brochure. A num- 
ber of corporations are doing things of 
this sort already, but others still try to 
cover many of these topics in a rapidly ex- 
panding annual report.”’ 

Some companies in the U.S. make a prac- 
tice of maintaining a close relationship 
with stockholders by means of letters, and 
in certain instances by sending to them 
small samples of the companies’ products. 
Letters may be sent to persons known to 
have sold their holdings in the company, 
to find out whether they were dissatisfied 
with its operations. New stockholders will 
be sent a letter of welcome from the presi- 
dent of the ecompany.*° 

It is obvious that to the member un- 
trained in accounting the usual financial 
statements, even when prepared in the 
modern narrative style, are virtually unin- 
telligible. It is suggested that either of the 
methods mentioned would fulfil the needs 
of the average member better than the 
present system. If, however, it is deemed 
necessary to supply financial statements 
rather than either of the above narrative 
reports, it might be wise to change the form 
of the financial statements. 

I feel that for members, and possibly 
some of the other parties interested (to be 
mentioned later) some modification of the 
statement, showing the source and use of 
funds, might be more understandable than 
the present revenue statement and balance 


tween employees and members, according to their 
respective rights. Many other views as to ‘what is 
profit’ are current, and a definite responsibility 
rests on our profession to clarify, first, our own 
views, and then to indoctrinate the general pub- 
lic.’’—R. K. Yorston, at Chartered Accountants 
Research Society Congress (Queensland Division), 
June 1951. 


“T. H. Sanders, ‘‘The Annual Report,’’ in Har- 
vard Business Review, January 1949. 


*% Management Accounting, op. cit. 
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Corporation as Social Unit—continued 


sheet. Most people are familiar with and: 


understand a statement of cash receipts 
and disbursements. Professional people, 
small businessmen, churches, philanthropic 
organizations, and many similar types of 
activity prepare a statement of cash re- 
ceipts and payments. The budget in the 
home ‘‘works’’ on a cash basis, and this is 
the basis of accounting used by our State 
and national governments. If, therefore, 
we could supplement or supplant, as you 
will, our present financial statements with 
an improved type of funds statement, we 
might be able to convey the financial trans- 
actions of a corporate enterprise in terms 
with which the general public is familiar. 

A funds statement usually commences 
with the net profit as shown in the revenue 
statement, to which is added back non- 
working capital charges to revenue such as 
depreciation. Any non-working capital 
eredits to revenue are deducted, and thus 
is disclosed the funds provided from the 
operations of the company. An alternative 
and, it is suggested, better method is to 
show as a source of funds the sales 
(whether collected or not) for the account- 
ing period covered by the statement, and 
to show as a disposition of funds (whether 
paid or not) the costs and expenses of the 
company. In addition to the funds derived 
from the operations of the company, funds 
will be provided from other sources and 
these will be added to show the total funds 
available. Such items will be issues of 
capital, borrowing, and the sale of non- 
working capital assets. The funds may be 
applied in paying dividends to members, 
redemption of indebtedness, and the pur- 
chase of non-current assets. The change in 
the net working capital may be shown in 
two ways: either it may be the residual 
item in the statement, or it may be inserted 
either as a source or disposition of funds, 
depending upon its nature. The statement 
which discloses the source and application 
of the funds of an enterprise is a state- 
ment of prime importance. The supply and 
use of the working capital of a company is 
essential information for management. The 
determination of the net revenue of the 
accounting period and the preparation of 
the balance sheet, it is suggested, are 


* A.B. Carson, The Accounting Review, April 
1949. 
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secondary in importance to a knowledge of 
the funds available to the enterprise and 
how those funds are being used by that en- 
terprise. Working capital has been likened 
to ‘‘the circulatory system of a business 
organization.’’*® Thus a major purpose of 
accounting must necessarily be the keeping 
of a record of the working capital of an 
enterprise, including its source and dis- 
position. It is desired to express the neces- 
sity for making this information available 
to members. 

Reference was made to the disclosure of 
sales in the statement of funds. Few com- 
panies in Australia are prepared to disclose 
their turnover. In the United States of 
America the Securities and Exchange Com- 
mission requires information re annual 
sales and cost of goods sold to be filed with 
its office, and ‘‘the publication of sales in- 
formation has become general, not only in 
the public files of the Commission, but in 
corporate reports to shareholders.’’?* Dis- 
cussing this matter in The Accountant 
(Eng.) for 19 May 1951, the Vice-Presi- 
dent of the Caterpillar Tractor Co., which 
has devoted considerable research into pro- 
viding useful information to members, 
states: ‘‘To most of the British business 
men, the item of most extraordinary inter- 
est was our willing and common American 
practice of reporting sales—as opposed to 
the more general British refusal to disclose 
such figures. Without knowing sales 
volume, we here find financial reports very 
difficult to interpret, and in making com- 
parisons as between time periods and com- 
panies, we have come to believe that the 
sales figure is absolutely essential for a 
complete interpretation. The ratio of profit 
to sales has become one of our most valued 
tools of analysis—and in these times of 
rapid change in the value of money, this 
ratio is, in fact, about the only one which 
expresses both factors in terms of common, 
current money values. 

**One aspect of this difference between 
practices in the two countries which seems 
to present an anomaly to some British 
thinking is that while we are willing to 
publish sales volume and, therefore, make 
the information available to our competi- 
tors, we are, at the same time, commonly 
supposed to be the suffering victims of a 





* Management Accounting, op. cit. 
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Corporation as Social Unit—continued 

rather vigorous competitive system. In our 
experience, however, the reporting of sales 
has never harmed us, and I am, in fact, in- 
clined to believe that it has been a most 
stimulating influence in creating construc- 
tive competition—the kind which induces 
the creation of more better goods for an ex- 
panding economy. We here are much more 
conscious of what we deem to be the desir- 
ability of growth of a total market in 
which all may compete and all still obtain 
more business.’’ 


Referring to the supplying of additional 
information to members, a recent editorial 
in The Accountant (England), referring to 
American practice, stated that latest U.S. 
practice varied but might ‘‘include the 
quantity value of sales and the company’s 
earnings on sales, on total share capital, 
and on each ordinary share. Detailed state- 
ments may be given of capital expenditure, 
working capital, depreciation, taxation, 
and of profits employed in the business, as 
well as a reconciliation of the opening and 
closing cash position. Other statistics, such 
as the average number of employees, the 
average number of hours worked, and the 
average hourly earnings, are often appen- 
ded. The scope of this comprehensive re- 
view may cover, in point of time, a cycle 
of the past ten years’ trading, and may be 
presented with the aid of numerous charts, 
diagrams, graphs, and maps, and may be 
accompanied by photographs ranging in 
subject from an aerial view of the complete 
plant to a close-up of the president.’’** 


In an American survey”® to ascertain the 
desires of members of companies, and 
based on the replies to 2000 questionnaires, 
the following facts were ascertained. The 
annual report should contain a summary 
page of statistics with an historical com- 
parison, a detailed balance sheet and 
revenue statement with at least a three- 
year comparison, ‘‘an income versus outgo 
statement, a statement of dividend policy, 
asound analysis of employee conditions, a 
knowledge of the stockholders in the cor- 
poration, a presentation of the background 
and affiliations of the officers and directors, 
the future plans of the company, the com- 
pany’s advertising programme, a list of 
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products and services, and an insight into 
the intensity of the research carried on by 
the company.’’ 

Member-interest in graphs and photo- 
graphic presentation is revealed in the sur- 
vey. Members were interested in graphs 
and photographs in the following order of 
preference :— 

PREFERENCE FOR GRAPHS— 

A graph on trend of earnings and 
dividends. 

Map of company plants, agencies, etc. 

Graph on trend of gross and net in- 
come. 

Graph on sales trend. 

Graphs on taxes paid by corporation. 

Graph titled ‘‘Cash Income v. Cash 
Outgo.”’ 

Organization chart of the company. 

Map of geological distribution of 
stockholders. 

Graphs on employees. 


PREFERENCE FOR PHOTOGRAPHS— 


Products. 

Buildings and plant facilities. 

Use of products. 

Process of manufacturing the pro- 
duets. 

Company president. 

Users of products. 

Outstanding company events of the 
year. 

Officers and directors. 

Employees in action. 

All surveys conducted indicate that the 
annual reports to members should increase 
the confidence of the shareholder in the 
management and interest him normally in 
promoting the company’s products and 
services. 

My view is that the present directors’ 
report should be altered so that it will be 
somewhat similar in form to either of those 
suggested by the Controllership Founda- 
tion of America, and already referred to. 
A narrative explanatory report appears de- 
sirable. Such a report should be sent to 
members at quarterly or half-yearly inter- 
vals, accompanied by a statement of source 
and disposition of funds in a condensed 
form. The report and statement must be 





*The Accountant (England), 24 February 1951. 


* Conducted by Herald Square Press and quoted 
in Trusts & Estates, September 1945. 
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Corporation as Social Unit—continued 
devoid of accounting jargon. I see no rea- 
son why the funds statement should not 
commence with the turnover of the com- 
pany and comparative figures be given. I 
consider it is virtually useless sending a 
revenue statement and balance sheet to all 
members, but members who desire a copy 
should be able to obtain one upon request. 
Those sufficiently interested, either finan- 
cially or otherwise, would then obtain them 
to submit to their financial ad- 


—some 
visers. As the financial statements are his- 
torical ‘‘documentaries’’ based on a cost 


which may have materially altered by the 
time the member receives the information, 
the directorate’s quarterly or half-yearly 
résumé, it is suggested, is the members’ 
best guide,®® particularly if the informa- 
tion therein is supported by a funds state- 
ment and the member given the annual 
right to obtain a revenue statement and 
balance sheet. Details of changes in pro- 
ducts, new plant installation, directorate 
changes, expansion programme, price con- 
trol as it affects the company, employee 
conditions, and other similar items should 
find their way into the directors’ résumé. 
Also included should be information re 
profits before and after tax provision, the 
effect of the directors’ recommendations 
regarding dividends and reserves should 
be explained. 

Owing to our vast Australian distances 
and the varying requirements of State 
Companies Acts, the suggested collabora- 
tion between the company and its members 
would enable the intelligent member to fol- 
low the ‘‘fortunes’’ of the company more 
closely than the present system. I consider 
that a member, on purchasing shares in a 
company, should receive a letter of wel- 
come from ‘‘The Board’’ giving details of 





*® A funds statement need not only be prepared 
at the end of an accounting period, but may be 
drawn up for the information of management 
during the accounting period. If prepared during 
an accounting period, a tendency for funds to 
become tied up in, say, the hands of debtors may 
be overlocked for months, until cash becomes 
nearly exhausted, but such a state of affairs would 
become apparent immediately from a perusal of a 
periodical funds statement. 


*| Obviously all employees are not interested in 
the financial affairs of the company which employs 
them. Most female employees are entirely disin- 
terested, and a large proportion of male employees 





(Continued on page 51) 
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the company’s product or service, and a 
copy of the last directorate survey of the 
financial affairs. He should then receive 
the ‘‘Directorate Quarterly’’ mentioned, 
and in companies where the shares are 
held in more than one State there may be 
advantages accruing from a rotation of the 
annual meeting between different centres: 
this would enable a personal explanation 
of the financial affairs to be given. 

Before leaving the supplying of infor. 
mation to members, mention should be 
made of the need for the stock exchanges 
insisting upon improvements in financial 
reporting and that to date they have no 
system for ‘‘policing’’ the listing require- 
ments. The influence of the stock exchange 
could be considerable. 


10. Reports for Employees 

One class of person interested in the 
financial results of corporation activity, 
and as yet practically uneatered for in 
Australia, are the employees*! of com- 
panies. 

The total number of persons employed 
by companies is continually increasing, and 
the number of employees of each company 
tends to become larger as the size of the 
typical business unit expands.*? This 
larger audience of the report of the finan- 
cial results of companies is mainly inter- 
ested in the revenue statement, for it shows 
the source of the revenue of the corpora- 
tion and, what is considered most import- 
ant by employees, the analysis of its dis- 
tribution. The employee’s job depends, as 
does the dividend cheque of the member, 
upon the profit-making ability of the com- 
pany. 

As already mentioned, the single-purpose 
statement which endeavours to supply the 
needs of various parties interested therein, 


other than skilled or ‘‘ office?’ employees lack in- 
terest. The type of company and the type of em- 
ployee mainly determine the degree of interest 
that will be displayed in the financial statements 
of the company, e.g. the female employees in 4 
textile mill are less interested and less able to 
understand ‘‘ financial affairs’’ than, say, the office 
staff of an investment company. The board oF 
management of each company will determine to 
what proportion of its employees the suggestions 
made in this section of the paper refer. 

%2The shareholders in the Broken Hill Pty. Co. 
Ltd. number 30,000; the employees, including sub- 
sidiary and associated companies, number 31,000 
—interesting figures. 
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Corporation as Social Unit—continued 
is not sufficient for the employee-need. One 
American company, in stressing the desir- 
ability of separate reports for employees, 
stated: ‘‘It is felt that, while employees 
are familiar with manufacturing processes 
and company products from their day-to- 
day associations with them, they know com- 
paratively little about the management 
problems involved in production, sales 
and advertising, acquisition of raw mater- 
ial, and company financing. On the other 
hand, stockholders as a group are more 
likely to be management conscious, less in- 
formed about physical operations.’ I 
think it will be agreed that the information 
supplied to members, or the alternatives 
suggested earlier in this paper, do not 
cover the employee need. Overseas, numer- 
ous companies supply in a variety of ways 
special information separately prepared 
for employees. I do not know of any com- 
pany doing this in Australia. These separ- 
ate employee statements take one of the 
following forms :— 

(1) Simplified, or humanized, state- 

ments. 
(2) A narrative report without the 
financial statements. 

(3) ‘*‘Reduced’’ financial statements. 

(4) A verbal report. 

In the same way that the accounting pro- 
fession has become greatly interested in 
taxation, so in the future must it become 
similarly interested in supplying informa- 
tion to employees and the representatives 
of employees. Organized labour should be 
sufficiently appraised of the activities of a 
company so that the demands it makes 
upon the company are just. 

As with members, a simplification of the 
usual accounting statements and termin- 
ology is necessary concerning the informa- 
tion supplied to employees. 

A financial statement is formidable to 
anyone who does not understand the 
language of the accountant ; thus the ordin- 
ary financial statements mean nothing to 
the average employee unskilled in account- 
ing. Translation of the statements into the 
everyday language of the man in the street 
is essential if employees are to become in- 





*The Champion Paper and Fibre Co. (U.S.), 
reported in The Journal of Accountancy, May 
1948, 
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terested in and to understand them, other- 
wise they might as well be written in 
Gaelic. 

The corporate system is assailed on all 
sides, and it is our duty to see that those 
attacking the corporate capitalistic system 
have a complete knowledge of the financial 
and ownership aspects of companies. Most 
of the allegations against the system are 
made because of a lack of a knowledge of 
the facts. 


In order to obtain some idea of what em- 
ployees actually think of the financial 
statements issued by the companies em- 
ploying them, a questionnaire was drafted 
by the writer. A copy of the questionnaire 
is shown in Appendix C. Several of the 
smaller companies were good enough to 
co-operate, but, unfortunately, none of the 
large companies approached presumably 
considered that having their staffs complete 
the questionnaire would serve’ any useful 
purpose. An exception was Jantzen (Aus- 
tralia) Ltd., and I record my thanks to the 
directorate and executives of that organi- 
zation for arranging to have a considerable 
number of their staff complete the ques- 
tionnaires. 

Answering the questionnaire as_ to 
whether they actually saw the annual pub- 
lished financial statements of the company 
which employed them, 89% said that they 
did. A lesser number, 78% said they 
actually read them, but, unfortunately, 
only 46% indicated that they were able to 
understand them. In view of the answers 
to the other sections of the questionnaire 
it is obvious that this 46% of employees 
greatly exaggerated their accounting 
ability. Slightly more than half the em- 
ployees who completed the questionnaire 
indicated that they were aware of the 
meaning of such common terms as ‘‘auth- 
orised capital,’’ ‘‘ pre-payments,’’ ‘‘current 
asset,’’ and ‘‘current liability.’’ 


Asked what information they would like, 
as employees, to be included in the finan- 
cial statements, brought forth answers of 
which the following are typical :— 

**How much each share is worth.”’ 


‘‘Further information in profit and 
loss account.’’ 

‘‘Information re waste of materials, 
ete.’’ 
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‘A straight-out statement of how 
much the firm’s profits are and 
how much it owes the bank.”’ 

Asked to suggest methods of how the 
company’s financial statements might be 
made more intelligible elicited the follow- 
ing replies :— 

‘Comparisons should be made of the 
results of firms of a similar 
nature.’’ 

‘*Too much detail—state plain facts.’ 

‘*Such statements as ‘authorised capi- 
tal’ ete. could be indexed inside 
the cover and their meanings 
briefly stated.’’ 

‘Break down of the big words.’’ 

‘One page about how much profit was 
made in simple language would be 
sufficient for the ordinary 
worker.’’ 


? 


But most answers to this section of the 
questionnaire asked for explanations of the 
financial statements in a simpler form. 


Details of improvements suggested at the 
beginning of this section are :— 


(1) The simplified type of financial 
statement may take many forms. Some 
companies may issue the ordinary financial 
statements and add thereto information 
that will assist the employee to understand 
them. This may take the form of charts, 
graphs, diagrams, and other pictorial mat- 
ter conveying the financial information. 
Other companies may re-word the financial 
information contained in the statements so 
that it may be more easily digested. This 
latter was the method adopted by Jantzen 
(Aust.) Ltd., whose report won the award 
of the Australian Institute of Management 
for the best annual report for 1950. 


As already indicated, ‘‘key’’ or ‘‘respon- 
sible’? employees are particularly inter- 
ested in the revenue statement of the com- 
pany employing them. Most published 
revenue statements are little more than 
appropriation of profit statements, and 
there is general complaint as to the paucity 
of information given of the operating side 
of a company’s activities. As with the bal- 
ance sheet, the technical vocabulary of the 
revenue statement is confusing to the lay- 
man. Again, as with the balance sheet, the 
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increasing audience of the revenue state- 
ment over the past few years finds unin- 
telligible the technical terminology of ac- 
counting, which has been pressed into ser- 
vice to meet the requirements of this larger 
number of readers. ° 


After seven years of research into the 
semantics of corporate operating reports, 
the American Economic Foundation** is 
more than ever convinced that a new form 
of revenue statement is important for the 
layman, particularly for the employee. 
This new type of revenue statement, which 
will be illustrated later, is to be a supple- 
ment to the ordinary statement; ‘‘It is a 
layman’s edition of the professional’s’’ 
statement. Its construction and use does 
not require any change in accounting 
methods. It will be noted that simple 
language is used, and that if necessary the 
report can be issued at monthly, quarterly, 
or yearly intervals. 


The ‘‘tool’’ context therein needs ex- 
planation. Tools are all things used to aid 
energy in the production and exchange of 
goods and services. The value of the tools 
of any corporation is the total value of 
everything the corporation uses to further 
either production or exchange. To the 
worker, pieces of mechanical equipment are 
obviously tools. Not so obvious to him is 
the fact that the following are also tools: 


The factory buildings. 

The warehouses. 

The administration buildings. 

The land on which these have been 
built. 

The various supplies used up in pro- 
duction. 

The desks, filing cabinets, typewriters, 
adding machines, ete. 

The material in process of production. 


The inventory of finished goods, be- 

cause when the product is ready 

for sale it becomes one of the 

tools with which the salesman 

makes his living. 

The cash balance which is merely one 
or more of the above items in 
transition. 


The following is a suggested form of 
revenue statement :— 
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SUMMARY OF THE YEAR 


We received from our customers 


In buying our products our customers paid 
the following costs :— 
Cost of goods and services bought from 
others 5 iM os - 
Cost of tools wearing out (depreciation, 
obsolescence ) ; 3 as % 
Cost of payments ordered by Govern- 
ment (taxes) .. “ ns ia 
Cost of human energy (payroll, pensons, 
benefits ) ’ af Ms 
Cost of using the tools (profit) 


Total expended 


Tools in use by workers 


(2) Another method of conveying infor- 
mation to employees is to omit the actual 
financial statements but to give salient ex- 
tracts therefrom, accompanied by explana- 
tory matter more or less along the lines 
suggested for members. The content of 
such reports will vary from a résumé of the 
operations of the year to those which are 
largely outlines of personnel practices. 
Generally no financial statements are 
given, but charts, drawings, diagrams, and 
sometimes statistical information, are given 
similar to those accompanying simplified 
financial statements. This method of pre- 
sentation is, however, mainly of a narrative 
type concerned with an explanation of the 
figures in the financial statements rather 
than on their interpretation as occurs in 
the simplified statement method. In sup- 
plying information to employees it is 
essential to keep in mind the interests of 
employees. Admittedly in many companies 
the vast majority of employees are not in- 
terested in the financial affairs of the com- 
pany, but only in the ‘‘amenities’’ offered. 
(One director informed me that only 40 
employees, out of a staff of over 1,000, were 
sufficiently interested, after being specially 


“The Functional Operating Report, The Ameri- 
can Economie Foundation. 


Per 
Worker 
$10,143 


Total 


$62,430,507 


100% 


$32,463,864 
1,248,610 203 
1,872,915 304 


3,854 
507 


23,723,593 


5% 3,121,525 


$62,430,507 


$10.143 


100% 


$8,000 


$49,240,000 


advised, to call at the personnel depart- 
ment and collect a copy of the directors’ 
annual report ete.) There are, however, 
in all companies key personnel with suffi- 
cient interest in the company, and possess- 
ing the requisite knowledge, to desire in- 
formation relative to the companies’ finan- 
cial affairs. Such employees are concerned 
with knowing about increases or decreases 
in productivity, in the distribution of the 
fruits of production, the wage-price-profit 
relationship, and similar features. 


(3) The ‘‘reduced’’ financial statement 
is used by some companies overseas, and 
in such statements the figures are reduced 
to represent a small company. The large 
figures of some companies are outside the 
comprehension of the average person. 
When reduced to amounts that are familiar 
the items are said to acquire meaning. Try 
and divide all the items in your company’s 
financial statement by 1,000 or 10,000, and 
see whether the figures become more under- 
standable. Such a method is, of course, 
merely a palliative and does not touch the 
real problem. 


(4) In the same manner that the chair- 
man reports personally to members at the 
annual general meeting, so is it possible to 
hold a meeting of employees to inform 
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them of the company’s operations and posi- 
tion. The effect of the company’s affairs on 
employees would be stressed and questions 
from employees encouraged. 


None of the methods suggested of con- 
veying information to employees may be 
the best, but it is the task of the accounting 
profession to tackle the problem of ascer- 
taining the best method of conveying the 
results of corporate enterprise. 

The actual method of conveying the in- 
formation to employees varies. Overseas 
companies do it :— 

(a) in a separate pamphlet; 

(b) in the usual periodical 
journal ; 

(ec) in a special issue of the house 
journal ; 

(d) by distribution at staff meetings; 

(e) by issuing a copy with the pay 
envelope ; 

(f) by posting a copy to the home ad- 
dress of every employee; 


house 


* T, H. Sanders, ‘‘The Annual Report,’’ Harvard Business Review, January 1949. 
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(g) by notification that a copy may be 
obtained from the personnel 
officer. 

The greatest danger is that separate re- 
ports, by endeavouring to concentrate ex- 
clusively on matters of interest to em- 
ployees, may foster and increase the sense 
of class consciousness and separate class 
interest, whereas every business executive 
must desire to develop more community 
feeling and interest among all the groups 
with whom he has to deal.*° The many and 
varied other means of stimulating em- 
ployee interest in the company which en- 
ploys him, such as simple, effective talks to 
employees about the company, its products, 
ete.; periodical staff bulletins; the en- 
couraging of employees to purchase, usual- 
ly at a reduced price, shares in the com- 
pany ; house organs; bulletin notice boards; 
and the handbook about the company, its 
formation, products, ete., are not within 
the scope of this paper. 


(To be concluded ) 





ORGANISATION OF THE PROFESSION 


As notified in The Australian Accountant of June, 1950, at a meeting held in 
April of that year, General Council of the Commonwealth Institute of Accountants 
expressed the opinion ‘‘that a consolidation of activities of the major accountancy 


Institutes was desirable in the interests of the profession as a whole,’’ 


and auth- 


orised the Executive Committee to explore the possibility of amalgamation with 


the Federal Institute of Accountants. 


During 1951, following an official approach to the President of the latter Insti- 
tute, representatives of the two Institutes met in conference and the matter was 


subsequently considered by their executive committees. 


I understand that it will 


be discussed by the Council of the Federal Institute at its meeting in Perth next 
month. Members will be informed of further developments as they occur. 


Commonwealth 


G. E. FITZGERALD, 
President, 


Institute of Accountants. 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


MANAGEMENT ACCOUNTING 


In June 1951 three interesting papers on 
the cost accountant’s contribution to in- 
creased productivity were delivered at the 
National Cost Conference in London. These 
three papers, with a report of the discus- 
sion on each paper, appeared in The Cost 
Accountant, July. The papers were res- 
pectively by Sir Charles Bartlett, on the 
top-management point of view, by J. Halli- 
fax, on production management’s point of 
view, and by C. J. Keedy, on the shop 
supervisor’s point of view. 

Sir Charles Bartlett said that top-man- 
agement is more interested in planning 
than in past happenings. He placed em- 
phasis on the cost accountant’s ability and 
willingness to form part, and to be a wel- 
come member, of a well-balanced team. Mr. 
Hallifax stressed the need for prompt re- 


porting of variances, for more scientific 
budgetary control targets, and for less-de- 


tailed budgetary control information, 
which should be presented as quickly as 
possible, even if this necessitated some sac- 
riiice of accuracy. The cost accountant 
should be experienced in production engin- 
eering, and should move around the fae- 
tory in order to keep in touch with opera- 
tions and management problems. The cost 
accountant should institute a training pro- 
gramme to educate all levels of production 
nanagement in the correct interpretation 
of the information passed to them. Mr. 
Keedy advocated full consultation between 
the cost accountant and the supervisor on 
methods of cost control. Man hours and 
material quantities are more useful than 
money-value information. Targets should 
be set for indirect costs, and graphs show- 
ing trend of efficiency and power usage 
are most useful. Supervisors should be en- 
couraged to develop cost consciousness, 
and, on the other hand, accountants must 
have more knowledge of the supervisor’s 
many responsibilities. 

Two articles in Cost and Management 
(Canada), July/August, deal with man- 
agement cost problems in small businesses. 


The first, by A. Stuart Hallamore, dis- 

cusses the uses of cost accounting for— 

(a) control of costs, 

(b) setting of selling prices, and 
direction of management’s atten- 
tion to the most profitable type of 
sales, 

(c) valuation of inventory, and 

(d) forecasting future operating re- 
sults. 

The accounting problem is to attain these 

objectives at as low a cost as_ possible. 

Major errors commonly made in the de- 

velopment of cost accounting systems are 

(1) unnecessary and uninformative 

distribution of non-controllable 

expenses, 

(ji) preparation of statements giving 
no comparisons with past results 
or with budgets, 

(ili) over-elaborate classification of 
costs, 

(iv) unexplained distortions of cost 
data, and 

(v) recording of figures of little or no 
significance. 

The second article, by N. R. Barfoot, is 
a case study of controls in a manufacturing 
business employing between 150 and 300 
operatives. The article describes opera- 
tional controls, maintenance controls, and 
eontrols of employee relationships. 

Albert E. Bishop, in The Canadian 
Chartered Accountant, July, discusses 
costing techniques as an aid to manage- 
ment. He begins with a short consideration 
of the limitations of financial statements, 
particularly their inability to give reasons 
for operating results. However, financial 
statements are important in management 
accounting because they provide a basic 
classification of income and expenditure, 
not merely for financial accounting pur- 
poses but also for cost reports. The article 
goes on to describe and examine labour cost 
budgets, labour efficiency reports, activity 
reports, indirect labour reports, overhead 
budgets and reports, and the form of cost 
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records. It concludes with an interesting 
summary of formulae for calculation of 
standard cost variances. 

In The Accountant, 4 July, Harry Dug- 
dale writes on standard costs and budgets 
in management control accounting. Stan- 
dard costs and budgets are closely con- 
nected because of their single purpose. The 
article discusses, in particular, the analysis 
of indirect cost, budgetary control and 
flexible budgets, and the need for ‘‘respon- 
sibility budgeting’’—that is budgeting in 
terms of departmental activities. 

In The Cost Accountant, August, Ian T. 
Morrow, who was the leader of the man- 
agement accounting team from the United 
Kingdom which visited the United States 
in April, May, and June 1950, and pro- 
duced a report entitled ‘‘Management Ac- 
counting,’’ has an article on work study 
and cost control, with particular reference 
to the cotton industry. The information 


provided by work study is the foundation 
of good cost control. On the other hand, 
without full cost control, work study can 
only be partially effective, and may even be 


dangerous. Cost control is effective and 
worthwhile in both small and large under- 
takings, and it is economical in staff. Work 
study is an examination of existing condi- 
tions and a study of potentialities, so that 
a plan may be made of what labour cost 
and output ought to be under expected con- 
ditions. Cost control is an extension of 
work study. It is more than cost finding, 
and involves the use of standards. Depart- 
mental costs analysed by controllability are 
preferable to product costs for cost control 
purposes. 

In The Cost Accountant, August, an in- 
teresting article by C. R. Warren describes 
a system in use for the costing of after- 
sales service. The article is illustrated with 
specimen forms. An interesting point made 
is that, where so-called free after-sale ser- 
vice is given, in effect the sale price in- 
cludes an allowance for this service, and 
should be so treated in the accounting 
records. In the same issue of The Cost Ac- 
countant, A. Butterworth, on reduction of 


ACCOUNTING 


In The Accountants’ Magazine (Edin- 
burgh), June, Thomas Lister concludes a 
lecture on accounting statements, a general 
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the cost of accounting, maintains that op- 
portunities are present in many concerns 
for such reduction. The reductions, how- 
ever, should not be made to the detriment 
of the service given. Aspects of the prob- 
lem examined are personnel problems, re- 
muneration (including incentives and stan- 
dards of performance), working conditions, 
planned methods and periodical reviews of 
procedures, mechanization, stationery and 
printing, and communications. 

In The Canadian Cost Accountant, 
August, B. A. Gunn, on business manage- 
ment in the automotive industry, discusses 
the need for, and the use made by manu- 
facturers of, dealers’ statements prepared 
in accordance with a uniform accounting 
system for dealers. He emphasizes the need 
for co-operation between manufacturers 
and auditors in the working of this uni- 
form system, and the preparation of state- 
ments therefrom. 

In The Accountant, 16 June, the third 
and last of a series of three articles by 
E. V. Harber on garage accounting ap- 
pears. Previous articles were in the issues 
of 26 May and 9 June. This section deals 
with the nominal ledgers, the preparation 
and use of monthly schedules of fixed 
charges, account numbers and classifica- 
tion, journal vouchers, the extraction of 
monthly accounts, and the annual accounts 
and final adjustments to the monthly ac- 
counts. The essence of the whole system 
described is the provision of monthly 
operating information. 

An interesting article in Accounting Re- 
search, by H. S. A. MacNair-Smith, en- 
titled ‘‘Towards a Multi-dimensional Ac- 
counting System,’’ describes a method by 
which the basie structure of accounts may 
be simplified while at the same time the 
fullest detail and flexibility may be 
achieved in detailed analysis of accounts 
from any number of standpoints. The 
method consists of setting up in the main 
financial ledger comparatively few control 
accounts, each control account controlling 
subsidiary records in which any number of 
alternative detailed classifications of the 
control accounts may be made. 


STATEMENTS 


formula. The previous portion of this lec- 
ture appeared in the May issue. This part 
of the lecture is largely devoted to a dis- 
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cussion of the unit of measurement in ac- 
counting. The author is a strong advocate 
of re-valuation of fixed assets in present 
conditions. His general formula for ac- 
counting statements is valuation. In profit 
ascertainment there are three important 
points— 
(a) rejection of the rule that only 
realized profits can be brought in; 
(b) differentiation between operating 
profits and profits or losses from 
market fluctuations; and 
(c) relation of all charges (particu- 
larly depreciation and taxation) 
to the current price level. 

In Accountancy, August, Bertram Nel- 
son critically examines common forms of 
profit and loss accounts. He maintains 
that they would be greatly improved if 
turnover and cost of sales were invariably 
given. As to accounting for price-level 
changes, Mr. Nelson thinks there are strong 
arguments against a change in accountancy 
technique. The problem is, however, a 
major one, and he suggests an intermediate 
account showing appropriations to 
‘‘nolicy’’ reserves for stock, bad debts, 
obsolescence, extra cost of replacement, 
ete. Interesting comments are also made on 
the provision of subsidiary statistical infor- 
mation, and on the use of ratios in the 
analysis of operating results. 

An interesting point is raised in a short 
article by E. Harman in The Accountant, 
11 August. This is the question whether, 
in showing comparative figures in pub- 
lished statements, items in individual years 
ean be adjusted. Mr. Harman thinks that 
the United Kingdom Companies Act does 
not require a repetition of last year’s 
figures, but, what is much more important, 
a statement of those items which are com- 
mon to both sets of accounts. 

For a long time there has been con- 
troversy in the United States concerning 
the proper treatment of extraordinary 
items in the income statement. An ac- 
counting research bulletin of the Commit- 
tee on Accounting Procedure of the Ameri- 
can Institute of Accountants recommended 
that such items should not appear in the 
income statement but in the surplus state- 
ment. The Securities and Exchange Com- 
mission, however, has taken the view that 
the income statement should include all 
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items of profit or loss recognized in the 
year to which the statement refers, and has 
insisted upon this treatment in statements 
registered with it. The Institute’s Commit- 
tee on Accounting Procedure has now re- 
leased another bulletin (Bulletin No. 35) 
on the question. The text of the bulletin 
is given in The Journal of Accountancy, 
August. The committee now says that ex- 
traordinary items may be shown at the foot 
of the income statement or in the surplus 
statement, and that there is no reason why 
they should not be shown in one place for 
some purposes and in the other for other 
purposes. If they are shown in the income 
statement, the figure of net income should 
be clearly and unequivocably designated so 
as not to be confused with the final figure, 
which should be described by some such 
designation as ‘‘net income and special 
items’’ or ‘‘net income and refund of ex- 
cess profits taxes.’’ Moreover, any repre- 
sentation of earnings for the year or of 
earnings per share should be based upon 
the figure designated as net income, and 
not on the final figure. This, of course, 


goes a long way towards reconciling the 


recommendation of the committee with the 
requirements of the Securities and Ex- 
change Commission. The committee has, 
however, adhered to its previous stand 
that charges and credits with respect to 
general-purpose contingency reserves, in- 
ventory reserves, replacement reserves, and 
reserves to meet excessive cost of fixed 
assets should always appear in the surplus 
statement. 


In the recent overseas journals there is 
a further wealth of discussion of aspects 
of the problem of accounting for price- 
level changes. Two of these have already 
been noted above. Another is an article by 
H. A. Briscoe in The Accountant, 7 July, 
entitled ‘‘A Case for Orthodox Profits: An 
Inquiry into the Business Men’s Bargain 
with the Community.’’ Mr. Briscoe defines 
orthodox profits as assets left over after 
wealth in terms of money is maintained 
intact, and replacement-cost profits as what 
is left over after real wealth is maintained 
intact. He urges that the adoption of re- 
placement-cost accounting would increase 
inflationary pressures and would hinder 
the cause of thrift because it would be un- 
fair to the bondholder as compared with 
the equity investor. Orthodox profit alone, 
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he thinks, is true and fair. He reiterates 
these views in a letter to The Accountant 
of 14 July. This view is, however, the sub- 
ject of several attacks in subsequent issues : 
by Harry Norris and two other writers in 
the issue of 21 July, and by three corres- 
pondents in the issue of 28 July. In the 
issue of 4 August, Jeffrey English, on 
another view on orthodox profits, says that 
the blind application of accounting ‘‘prin- 
ciples’’ produces entirely meaningless 
profit figures. He illustrates his point of 
view by an ingenious analogy between the 
accounting treatment of conversion of ac- 
counts expressed in foreign currencies. 
Another article by a replacement-cost ad- 
vocate, in The Accountant of 28 July, is 
‘‘Depreciation and the Future,’’ by H. 
Hodgson. To distribute profits without pro- 
viding for increased replacement cost, he 
says, and to rely on fresh borrowing to re- 
place the inevitable gap in funds when re- 
placement becomes necessary is both finan- 
cially and economically unsound, but there 
are difficult technical problems— 

(a) how to know the correct provision 

to make; and 
(b) how to avoid violent fluctuations 
in either costs or profits. 

Complete revaluation of assets annually 
would, of course, be costly and cumber- 
some. The differences in viewpoint on this 
most controversial problem are well illus- 
trated by the letters on the subject in The 
Accountant. One writer says that replace- 
ment-cost accounting increases prices, and 
is, therefore, inflationary; another urges 
that it reduces profits, and is, therefore, 
disinflationary. One writer says that ortho- 
dox cost accounting increases apparent 
profits, dividends and wages, and is thus 
inflationary. 

A more than usually complete discussion 
of the problem of depreciation accounting 
in times of inflation is one by Charles W. 
Smith in The Journal of Accountancy, 
August, on what concept of depreciation 
for fixed assets is most useful today. Mr. 
Smith discusses the use of property 
records, the nature of depreciation, the 
definition of depreciation, and the methods 
of providing for depreciation, with particu- 
lar attention to the units of production 
method. On the cost versus value con- 
troversy, he says that the value basis is not 
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sound in principle, and is completely un- 
workable in practice; ‘‘mixing cost and 
value would not seem to square with either 
accounting or economic concepts.’’ The 
problem of price-level changes is an 
economic problem, not an accounting prob- 
lem, and ‘‘the efforts to reform the mone- 
tary system through a process of account- 
ing are doomed to failure.”’ 


In The Journal of Accountancy, August, 
there are two articles on accounting during 
inflation in Continental countries. Lloyd 
Paxton describes the government-imposed 
uniform accounting system in Hungary as 
applied to the Standard Oil Co.’s Hun- 
garian subsidiary. This uniform account- 
ing system includes almost complete re- 
valuation of accounting figures in a case 
of extreme inflation. J. William Davis 
describes the method of revaluation of fixed 
assets in the French accounting plan. This 
plan is the subject, also, of a more complete 
description in an article by C. A. Ashley 
in The Canadian Chartered Accountant, 
June. The Plan Comptable in France stan- 
dardizes balance sheet and profit and loss 
statements, defines the terms used in such 
statements, and states how figures are to be 
determined. It has not yet been imposed on 
all business, but will be widely used because 
it is required permanently of every busi- 
ness which takes advantage of the provision 
for revaluation of assets for taxation pur- 
poses. Revaluation of fixed assets (inelud- 
ing intangibles) is effected by the applica- 
tion of stated co-efficients. Depreciation on 
the written-up values is not taxable unless 
the writing-up is capitalized. Inventories 
are to be stated at cost, but can be reduced 
to market value by a separate entry in the 
balance sheet. This treatment is said to 
have ‘‘the obvious advantage of avoiding 
the doubts created by valuation at the 
lower of cost or market, which has nothing 
to recommend it.’’ 

H. T. MeAnley, in The New York Certi- 
fied Public Accountant, July, is a 
thorough-going advocate of the LIFO 
method of accounting for stock. Both 
FIFO and LIFO are permissible in U.S.A. 
for corporate and taxable income deter- 
mination, providing the method selected is 
consistently followed. However, it is im- 
portant to note that taxpayers who elect to 
use LIFO cannot subsequently use current 
market prices, that is to say the LIFO basis 
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replaces the lower of cost or market basis. 
An amendment proposed to Congress is to 
the effect that, when end-of-year cost prices 
go below those reflected in an individual 
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company’s LIFO valuation, the company 
should be permitted to adjust its LIFO 
cost basis for future year’s income deter- 
mination. Mr. McAnley strongly supports 
the amendment. 


DEPLETION OF WASTING ASSETS 


The question of provision for depletion 
of wasting assets in mining undertakings 
has long been a source of difficulty. 
Maurice E. Peloubet has a most interesting 
article entitled ‘‘Percentage Depletion— 
Loophole or Economie Necessity,’’ in The 
New York Certified Public Accountant, 
July. After reviewing the history of at- 
tempts to arrive at a satisfactory method 
of accounting for depletion, he makes a 
strong defence of the system of allowing 
percentage depletion, as ‘‘an attempt to 
approximate the general average of the re- 


turn of capital in the mining company’s 
dollar,’’ and as ‘‘the fairest, simplest, and 
most practical method of giving the mining 
industry some retained earnings with 
which to finance exploration.’’ ‘‘It is bet- 
ter,’’ he thinks, ‘‘to use a fair, rough ap- 
proximation to depletion which has some 
validity for the industry than to use an 
individual amount for an individual com- 
pany worked out with meticulous mathe- 
matical accuracy, the validity of which is 
extremely open to doubt.’’ 


AUDITING 


E. M. Davison, in The Canadian Char- 
tered Accountant, June, discusses the im- 
portant question of audit working papers. 
The uses of such working papers are— 

(1) To provide information and direc- 
tion for proper conduct of an 
audit. 

(2) To give an indication of the scope 
of the work. 

To show the manner in 
assets and liabilities have 
verified. 

To record irregularities, special 
or non-recurring items, and any 
matter peculiar to the period. 

(5) As a permanent reference to the 
conduct of the audit. 

The article examines the arrangement of 
the various schedules, and the possibilities 
of the use of standard forms. 

In The New York Certified Public Ac- 
countant, July, Boris Kostelanetz writes 
most interestingly on what to do when 
fraud is discovered. This is a subject about 
which little has been written, and about 
which, fortunately, the average auditor 
gets infrequent experience. The writer 
stresses the need for competent profession- 
al assistance immediately fraud is dis- 
covered, for preservation of the evidence, 
the proper handling of confessions and 
other statements, the risks involved in false 


which 
been 


accusations, restitution problems, and rela- 
tions with surety companies. 


Fraud is also the subject of an article by 
E. E. Spicer in Accountancy, July. The 
article deals mainly with exploits which 
are ‘‘not on the grand scale.’’ It discusses 
the course of action which should be fol- 
lowed on discovery of fraud, stressing the 
need to ascertain the circumstances which 
made it possible, and why it was not de- 
tected earlier. Emphasis is laid also on the 
importance of written reports on internal 
check. The article, which is written with a 
deliciously light touch, is illustrated by 
examples of frauds perpetrated through 
forged purchase accounts, fictitious pur- 
chases, wage manipulations, false returns 
inwards, and secret commissions ingenious- 
ly covered up by the buying of winning 
totalisator tickets. 

A comparatively novel aspect of audit- 
ing, but one which is coming to be regarded 
as important, is disclosed by J. A. Wiseman 
in The New York Certified Public Accoun- 
tant, July. This article is entitled ‘‘The 
Accountant’s Responsibility for Reporting 
of Events Occurring Subsequent to the 
Balance Sheet Date.’’ Mr. Wiseman makes 
the point that events occurring between the 
date of the balance sheet and the comple- 
tion of the audit form a basis for testing 
the fairness of the estimates made in the 
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balance sheet. Any transaction which is in- 
complete at balance date should be traced 
to the subsequent period, wherever possible, 
for the purpose of ascertaining the even- 
tual outcome, as a check of the balance 
sheet treatment. Examples discussed in- 
clude— 

(i) the destruction of a material por- 
tion of the plant after the date of 
the balance sheet, and before the 
date of the auditor’s report; 
the sale of a significant portion of 
productive facilities within the 
same period; 


(ii) 


the acquisition of a new plant or 
an additional enterprise ; 

the outcome of legal proceedings 
which were pending at the bal- 
ance sheet date; and 

capital 


(v) significant changes in 


structure. 


Some guiding principles are stated. The 
accountant should disclose any transaction 
or event that occurred subsequent to the 
balance sheet date which is so significant 
as to have a material effect upon the finan- 
cial condition of the business or its earn- 
ing power. The accountant must be certain 
that material facts are fully disclosed, and 
that the financial condition on the balance 
sheet date is not in any way misrepre- 
sented. In arriving at his opinion, the ac- 
countant must consider post-balance sheet 
date events: however, in this area his 
opinion will be guided primarily by good 
faith and professional judgment. The pri- 
mary responsibility for disclosure rests 
with management, but where the indepen- 
dent accountant obtains knowledge of 
material facts which would make the finan- 
cial statements already prepared mislead- 
ing or untrue, he is in duty bound to dis- 
close such information in his report. The 
writer feels that the accountant should at- 
tempt to limit his responsibility for post- 
balance sheet date events to a reasonable 
point of time, namely the date of comple- 
tion of his field work, by dating his report 
as on that date, provided that the report is 
issued within a reasonable time thereafter. 


The relationship between internal con- 
trol and interim audits is the subject of an 
article by Joseph Recht in The New York 
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Certified Public Accountant, July. Preven- 
tion of fraud through proper internal ae. 
counting control is much more desirable 
than detection. Constant review of internal 
control methods is, therefore, important. 
The article discusses the factors to be borne 
in mind in making such reviews, and the 
elements of a satisfactory system of inter- 
nal control. Some practical methods of test- 
ing the efficiency of internal control pro- 
cedures during interim audits are des- 
cribed. These are— 

(1) Confirmation of accounts receiy- 
able and payable at surprise dates 
once or twice during the year. 
Testing of perpetual inventory 
records. 

Surprise checks of securities and 
negotiable instruments. 

Review of methods of receiving 
and disbursing funds, including 
petty cash funds. 

Periodical reviews of machinery 
records. 


The Committee on Accounting Pro- 
cedure of the American Institute of Ac- 
countants has issued No. 9 of its series of 
case studies in auditing procedure. This 
study deals with the audit of a wholesale 
distributor of newspapers and magazines 
in a city with a population of 1,000,000, 
annual sales of approximately $1,000,000, 
selling to 1000 customers in the city and 
suburbs and 150 customers outside, and 
handling 500 publications from 40 pub- 
lishers. Capital and retained income in 
1950 was $83,000, and the operating profit 
for 1950 $35,000. The study covers 46 
pages, describing— 

(1) A review of the system of internal 
control. 
The confirmation of accounts re- 
ceivable. 
(3) The observation of physical in- 
ventory. 
(4) Cash count. 
(5) Final work. 
(6) Review of monthly accounts. 
(7) Review of taxation returns. 


An interesting though minor point is that 
the client’s staff prepares all working 
paper schedules required by the auditor. 


(2) 


(Continued on page 61) 
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GOODWILL AND SHARE VALUATION 


Peter Whitworth, in The Accountant, 23 
June, on goodwill and taxation, deals with 
a very troublesome question, that of pay- 
ment for goodwill out of profits during a 
period of high taxation and of mitigating 
estate duty in relation to goodwill or to 
rights acquired as payment for it. He 
shows how, when goodwill is purchased by 
instalments, the payments may be a serious 
burden to the purchaser without being of 
much use to the estate of the vendor. 
Methods by which relief from taxation and 
estate duty may be obtained are discussed. 


In The Accountants’ Journal (N.Z.), 
September, Dr. G. A. Lau discusses the 
three common methods of valuation of 
shares: the asset-backing method, the 
super-profit method, and the capitalization 
of profit method. He makes many interest- 
ing observations on the ascertainment of 
future maintainable profits, on capitaliza- 
tion rates, on the influence on the valuation 
of asset-backing, and on the influence on 
valuation of restrictions on marketability. 


A novel formula for valuing shares in 
private companies is described by Willard 
R. Grinder in The Journal of Accountancy, 


August. The formula includes considera- 
tion of past performance, net book asset 
value, and a rate of return based on the 
general stock market level. In the case 
described, the shares were valued by means 
of a series of averages divided into two 
groups, A and B— 

A.—Intended to allow for the net asset 
valuation factor, was an average 
of the ratio of the average recent 
market prices per share to— 

(i) average book value per share; 
and 

(ii)average net working capital 
per share. 

Intended to allow for the earnings 

valuation factor, was an average 

of the ratio of average recent mar- 
ket prices per share to— 

(i) net earnings per share for 
the preceding year; 

(ii) average net earnings per 
share for the ten preceding 
years; and 

(iil) average dividend per share 
for the preceding year. 

Averages A and B were again averaged in 
order to provide the basis for valuation. 


BUSINESS FINANCE 


Accounting Research, July, has an interesting study by James A. Stewart on the 
source and use of funds in the motor industry. The study relates to the ‘‘big six’’ 


English firms in the motor industry for the years 1945-8. 


Revaluations have been 


eliminated, and non-cash items omitted. A summary of the source and use of funds 


for 1948 in £000’s is— 


SourcEs 


Long-term finance (mainly new 
issues ) : 

Retained income .. 

Short-term credit 

Decline in liquid assets . . 


£3,622 
9,936 
1,918 
1,411 


£16,887 


UsEs 


Asset formation (equipment and 
other fixed assets) .. 

Trade investment 

Stock and tools .. 

Debtors 


PROFESSIONAL STATUS AND EDUCATION 


In The Canadian Chartered Accountant, 
J. E. Smyth examines the criteria for pro- 
fessional status. These are— 

(1) Sale of intellectual service. 
(2) Training. 
(3) Research. 


(4) Responsibility to the public. 

(5) Responsibility to the client. 

(6) Independence. 

(7) Judgment. 

(8) Self-governing professional asso- 
ciations. 


B 
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After consideration of each of these 
criteria, Mr. Smyth reaches the conclusion 
that, to some extent, they are ideals rather 
than actual achievement, and that accord- 
ing to these standards the perfect profes- 
sion does not exist. He has many interest- 
ing comments also on the place of the uni- 
versities in education for accounting. 

Harry C. Zug, in The Journal of Ac- 
countancy, August, maintains that courses 
of study leading to C.P.A. certificates 
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should not be narrow, nor fixed by law. 
There should be four objectives in educa- 
tion for accountants. These are— 
(a) education in general knowledge; 
(b) the development of a sense of 
social responsibility ; 
(ec) training in accounting theory and 
the principles of auditing; and 
(d) the development of fluency of 
thought and of word, both written 
and spoken. 


MISCELLANEOUS 


T. Mackenzie, in The Accountants’ 


Journal (N.Z.), September, describes the 
procedures which should be followed when 
rights of ownership of shares pass on the 
death or bankruptcy of a shareholder. 


F. Sewell Bray, ‘‘A National Balance 
Sheet,’’ in Accounting Research, July, has 
an interesting re-arrangement in account- 
ing form of a national balance sheet for 
the Netherlands. 


The addresses of the publications referred to in this article are as follows:— 


The Cost Accountant, 
63 Portland Place, 
London, W.1, England. 


Cost and Management, 
66 King Street East, 
Hamilton, 
Ontario, Canada. 
The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, 
Ontario, Canada. 


The Accountant, 
4 Drapers Gardens, 
Throgmorton Avenue, 
London, E.C.2, England. 


Accounting Research, 
Bentley House, 
200 Euston Road, 
London, N.W.1, England. 


The Accountants’ Magazine (Edinburgh), 
4 Rothesay Place, 
Edinburgh 3, Scotland. 
Accountancy, 
Incorporated Accountants Hall, 
Temple Place, 
Victoria Embankment, 
London, W.C.2, England. 
The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, 
.s., Usk. 
The New York Certified Public Accountant, 
677 Fifth Avenue, 
New York 22, 
N.Y., U.S.A. 
The Accountants Journal (N.Z.), 
York House, 
Lambton Quay, 
Wellington, C.1., N.Z. 
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REPORT ON TAXATION OF 
BUSINESS PROFITS 


The Report of the Tucker Committee on 
the taxation of business profits (Cmd. 
8189) is a most instructive and illuminat- 
ing document, well worth study not only 
for the sake of the changes in law it recom- 
mends, but also for the reasons it gives for 
rejecting other proposals for remedying 
often-voiced grievances. It is not possible 
to review all the recommendations here, or 
to do more than draw attention to the most 
interesting. 


Sur-tax 

Sur-tax falls very harshly on people with 
fluctuating incomes, such as _ authors. 
Though an author may work steadily, his 
income is liable to vary enormously, and in 
a ‘‘good’’ year the tax is almost confiscat- 
ory. In the old days of the ‘‘three years’ 
average’’ the blow did not fall so heavily, 
and the most obvious solution might be to 
take a five years’ average; the objection to 
this is the hangover—the profits of the 
bumper year would boost up the assess- 
ments in the following lean years. The 
plan the Committee recommend leaves un- 
changed the present system of computing 
total income, but adjusts the tax payable in 
the following way: a calculation is made of 
the total tax which would have been paid 
over five years if the income of the year of 
assessment and of the preceding four years 
had accrued evenly; from this is deducted 
the tax actually paid in the preceding four 
years, and the balance is to be the tax pay- 
able for the year of assessment. 


This may be illustrated by an example. 
A taxpayer’s total income is £3000 in years 
A, B, C, and D, £12,000 in year E, then 
£3000 again in year F. Under existing law, 
his liability for year E is £3037 10s. ; under 
the new proposal it would be adjusted to 
£1887 10s., as follows :— 


If the income of years A, B, C, D, and 
E had accrued evenly, it would have 
amounted to £4800 (tax £467 10s.) each 
year; his total tax bill would have been 
5 X £467 10s., ie. £2337 10s. The tax he 
actually paid in years A, B, C, and D was 
tax on £3000, i. 4 £112 10s. — £450. 


Deduct £450 from £2337 10s., and we 
arrive at the revised liability for year E: 
£1887 10s. 

By the same process, the liability for 
year F drops back to its natural figure of 
£112 10s.; this sounds surprising, but it 
does so work out, in this particular in- 
stance. 


Inflation 


The chapter under this title is perhaps 
the most interesting in the Report. Broad- 
ly, the problem is that a machine which cost 
£100 in 1939 will cost between £200 and 
£300 to replace in 1951. The owner will 
normally have had tax exemption (in wear 
and tear allowances) on profits to the ex- 
tent of £100 by the time the machine is 
worn out, and the balance of the cost of 
replacement must come either from fresh 
capital or from taxed reserves. The Com- 
mittee, after examining various remedies 
proposed, turn to the system of initial al- 
lowances, introduced in 1945 as a tempor- 
ary palliative, and demonstrate that with 
the initial allowance of 40 per cent a one 
hundred per cent increase in cost is taken 
eare of. The arithmetic is instructive: if 
the worn-out machine cost £100, the owner 
will have received wear and tear allowances 
totalling £100; the new machine costs £200, 
and in the first year he gets an initial al- 
lowance of £80 and an annual allowance 
of £20—i.e. a further £100 of profits tax 
free (though he has to wait a year or so for 
this). 


They go on to show that if replacement 
cost has in fact risen more than 100 per 
cent, this can similarly be taken care of by 
increasing the initial allowance. They con- 
sider that replacement costs have broadly 
increased by more than 100 per cent since 
pre-war, but that the increase varies widely 
with different classes of machinery; hence 
they do not recommend a flat increase of 
initial allowances, but propose that they 
should be variable, just as annual wear 
and tear allowances vary for different 
machines according to their life. As it is 
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Taxation of Business Profits—continued 


clear that tax concessions enabling machin- 
ery and plant to be replaced are unlikely 
to be given without the consent of economic 
planners, they recommend that the body 
responsible for fixing the allowances should 
take into account not only the price level, 
but also the importance of the particular 
industry to the national economy. 


Partnerships 

The present treatment of partnership 
profits gives rise to striking anomalies, in 
that there may be allocated to one partner 
a share far greater (or less) than that to 
which he was in fact entitled. This can 
arise in two ways: (i) where the share of 
one partner is substantially increased, 
there is allocated to him the share to which 
he is entitled in the year of assessment, 
which will exceed the share he received of 
the profits actually earned in the preceding 
year, which form the basis of the assess- 
ment, and (ii) where there is a change in 
the firm, the ‘‘preceding year’’ basis con- 
tinues unless all the partners apply for the 
‘‘eessation’’ provisions to be adopted; the 


partner who benefits from the continuation 
of the ‘‘preceding year’’ basis can thus 
secure an advantage at the expense of the 
others by holding out. 

The recommendations are :— 


(i) On a change in the basis of 

dividing profits between partners 
either partner should have the 
right to have the ‘‘cessation’’ pro- 
visions applied, by the formal 
dissolution of the partnership and 
the creation of a new one. 
On a change in the constitution 
of the firm the ‘‘cessation’’ pro- 
visions should apply automatical- 
ly unless all the partners elect to 
the contrary. This would enable 
the partner adversely affected by 
the ‘‘preceding year’’ basis to 
escape it by holding out, while the 
others could not complain, as the 
advantage they lose would have 
been an unfair one. 

It is also reeommended that in any event, 
on a change in the firm, the continuing 
partners should be able to carry forward 
their share of any losses and capital allow- 
ances for which relief has not been given— 
see Batty v. Baron Schroder, [1939] 3 All 
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E.R. 299. A further recommendation is 
aimed at the avoidance of tax by manipu- 
lating changes in partnerships, instanced 
in Osler v. Hall & Co. (1933), 17 T.C. 68, 


Losses 


In addition to the question of carrying 
forward partnership losses, already noted, 
the Committee made other proposals. The 
first of these is that business losses should 
be allowed to be carried forward indefi- 
nitely, instead of for only six years as at 
present. But a further suggestion that 
they should also be carried back was re- 
jected, except where a business ceases, 
when a loss in the last year should be 
carried back three years—this will relieve 
a serious hardship, if it is accepted. As 
regards setting off business losses against 
other income (now allowed under s. 34 for 
the one year in question only) they recom- 
mended that a carry-forward for one year 
should be allowed. They also recommend 
that there should be a right of appeal to 
the Courts in s. 34 loss claims; this would, 
inter alia, enable a decision to be reached 
on the troublesome question whether a loss 
should be set off primarily against earned 
income (as the Revenue maintain) or not; 
practice on this varies with different bodies 
of Commissioners throughout the land. 


Cost of Assets of Limited Duration 


Premiums for leases, payments to sur- 
render leases, payments for monopoly 
value, and payments which, though not 
producing any asset, result in an advan- 
tage of limited endurance are none of them 
allowable as deductions in ordinary circun- 
stances. The Committee record their 
opinion that in all these cases some sort of 
writing-off allowance should be given, but 
they were not in every case able to make a 
firm recommendation about it. In fairness, 
no allowance can be made for a premium 
paid for a lease of business premises unless 
a corresponding charge is made on the re- 
eipient. This raises difficult questions both 
of arithmetic and of equity, and in any 
event is outside the Committee’s terms of 
reference. 


Other Proposals 


The most interesting of the other recom- 
mendations are :— 


(Continued on page 65) 
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Taxation of Business Profits—continued 


(i) That the allowances given for the 
eost of industrial buildings should be given 
for all commercial buildings. 

(ii) That the cost of tax appeals relating 
to business profits be deductible (see 
Smith’s Potato Estates, Ltd. v. Bolland 
(Inspector of Taxes), [1948] 2 All E.R. 
367. 

(iii) That certain expenses incurred 
prior to commencing business, and costs in 
connexion with leases of premises, be de- 
ductible. 

(iv) That on the purchase of land in- 
clusive of growing crops (where a price is 
not specifically allocated to the crops) the 
profits of both vendor and purchaser 
should be computed by taking into account 
the value of the crops at the date of the 
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sale. This would prevent the injustice 
which arose in Saunders (Inspector of 
Taxes) v. Pilcher, [1949] 2 All E.R. 1097, 
where a grower, having purchased an 
orchard with a crop of cherries, was unable 
to set any sum for ‘‘cost’’ against the 
money he got for the cherries. 

(v) That the rules of Sched. D be 
altered to make it clear that an expense, to 
be deductible, need not necessarily have 
been incurred ‘‘for the purpose of earning 
profits.’’ This expression comes from Lord 
Davey’s celebrated dictum in Strong & Co., 
Ltd. v. Woodifield, [1906] A.C. 448, which, 
though authoritative, has been described as 
a gloss on the statute.—T.J. 


(From The Law Journal, 
London, 22 June 1951.) 





BOOK REVIEWS 


The Accounting Mission: F. Sewett Bray; Melbourne University Press, 1951. 


Pp. 89 + vi, price 15/-. 


Personal Income of Western Australia: A. M. Kerr; The University of Western 
Australia Text Books Board. Pp. 107 + x, price 7/6. 


Any study not subjected constantly to 
the stimulus of new ideas will stagnate. It 
would be unfair to suggest that present-day 
accounting lacks this stimulus, although 
there is possibly some danger that account- 
ing forms and methods will become bogged 
down in custom and convention and the 
rigid application of not fully thought out 
rules. It is for this reason that accountants 
should welcome the opportunity to parti- 
cipate in an exciting new field of study, 
viz. social accounting. Work in this field 
will bring accountants into close contact 
with economists and statisticians; it will 
foree them to think of the wider, social sig- 
nificance of their own study; and it will 
make them reconsider the theories they 
may have been tending to take for granted. 

In fact accountants have been slow to 
take up this challenge, and the publication 
of Mr. Sewell Bray’s book should serve to 


remind us of the opportunities which are 
being neglected. Mr. Bray is one of the few 
accountants to have done any serious work 
in the field of social accounting, and his 
**mission’’ to Australia in 1949 was under- 
taken at the invitation of the Common- 
wealth Institute of Accountants. The book 
reproduces the lectures he delivered during 
that visit. 

The first lecture provides a justification 
for an academic approach to accounting 
problems. Lectures 2 to 5 all deal with 
social accounting, and, with the appendices, 
make up the core of the book. Lecture 6 
endeavours to establish ‘‘standards of 
effectiveness’? that look beyond the con- 
cepts of profit and predetermined costs; 
whilst lecture 7 makes a number of sugges- 
tions designed to open out new fields of 
accounting research. 
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Book Reviews—continued 

Mr. Bray sees his task as a long-term one 
not designed to produce immediate results 
(‘‘a hankering after short-term results de- 
presses rather than gives birth to ideas’’). 
He sees the fundamental problem as the 
development of ‘‘an accounting structure 
which in some sense obeys a conservative 
law, such that its form is invariant no mat- 
ter what be the qualitative and quantita- 
tive elements of change to which the entity 
of account is subjected.’’ The appendices 
represent Mr. Bray’s attempt to establish 
such a structure of universal accounts. He 
has tried to show, by reference to economic 
concepts, how the primary accounts of 
‘** Activity’’ and ‘‘Outlay’’ and the secon- 
dary accounts for ‘‘Income’’ and “‘ Resting 
Account,’’ as well as the balance sheet, can 
be constructed so as ‘‘to be applicable to 
any and every kind of entity, whether it 
be a person, an enterprise, an institution, 
a central government, a nation, or a com- 
monwealth.’’ 

Whilst it is right that accountants should 
draw on economic ideas in trying to im- 
prove the accounting structure, however, it 
is doubtful whether economic concepts at 
present provide an unequivocal and satis- 
factory basis for a universal accounting 
structure. One may also doubt the need 
for too much uniformity—an accounting 
structure designed with a view to social ac- 
counting may at present simply lead to bad 
private accounting if it is adopted in that 
field. There is at least a danger in Mr. 
Bray’s approach that uniformity will be 
earried beyond the stage where it yields 
worth-while results. But whether or not 
one agrees with the objective Mr. Bray has 
set for himself, the ideas expressed in his 
lectures on ‘‘the formal structure of ac- 
counts’’ and ‘‘the principles of accounting 
measurement’’ should stimulate and pro- 
voke the reader, whilst the two lectures on 
‘‘social accounting’’ and ‘“‘saving equals 
asset formation’’ provide a concise intro- 
duction to the study of social accounting in 
general. 
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One may doubt the wisdom of using the 
continental ‘‘Resting Account’’ rather 
than the ‘‘Funds Statement’’ to express 
the accounting equivalents of saving and 
asset formation; at times the reader may 
find the book somewhat academic in tone, 
and, because of Mr. Bray's liking for in- 
volved sentences, not easy to read. But 
these are minor blemishes in a book that 
will certainly become a landmark in the 
development of Australian accounting. 


Mr. Kerr’s book is an interesting ex- 
ample of the practical difficulties faced by 
an investigator setting out to apply some 
of the ideas that Mr. Bray and others have 
been developing. By a series of statistical 
estimates, based on data of varying relia- 
bility and using a wide range of statistical 
techniques, Mr. Kerr has compiled esti- 
mates for one segment of the national in- 
come, personal incomes, in one State, Wes- 
tern Australia. It is perhaps an indication 
of a strong sense of community in Western 
Australia that most of the serious regional 
income studies in Australia have come 
from that State, and Mr. Kerr has added 
to the usefulness of his book by linking its 
results to the work of previous investiga- 
tors. 

Apart from the chapters and appendices 
dealing with the estimates themselves, Mr. 
Kerr has devoted one chapter (Chapter 1) 
and two appendices (I and II) to a des- 
cription of the social accounting approach 
to national income studies. The book is 
well documented, and the arrangement of 
the text and the tables is such as to facili- 
tate easy reading. 

This book represents a statistical ap- 
proach to the study of social accounting, 
and the many statistical gaps which Mr. 
Kerr has had to overcome suggest that no 
time should be lost in developing an alter- 
native approach, based on the aggregation 
of accounts themselves. Accountants are 
thus thrown back to the challenge pre- 
sented by Mr. Bray. 

R. L. MATHEWS. 
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February, 1952 


The Australian Accountant 


THE CLEARING HOUSE 


COMPULSORY ACQUISITION OF SHARES 


In the Companies Acts of the various 
Australian States are provisions giving 
power to acquire shares of shareholders 
dissenting from a scheme or contract ap- 
proved by a majority of the shareholders. 

These provisions are set out in s. 135 of 
N.S.W. 1936 Act, s. 155 of Vict 1938 Act, 
s. 163 of Qld. 1931 Act, s. 173 of S.A. 
1934 Act, and s. 160 of W.A. 1943 Act. 

In the English Act of 1948 the number 
of the relevant section is 209. 

Where a scheme or contract involving 
the transfer of shares in a company to 
another company has within the prescribed 
four months after the making of the offer 
been approved by the holders of not less 
than nine-tenths in value of the shares 
affected, the transferee company may, 


within two months after the expiration of 
the prescribed period, give notice to any 
dissenting shareholder that it desires to ac- 
quire his shares. Unless application is then 


made by the dissenting shareholder to the 
Court within one month, and the Court 
orders otherwise, the transferee company 
is entitled to acquire the shares on the 
terms of the scheme or contract approved 
by the majority. 

If the consideration offered under the 
scheme is fair and reasonable, then all 
parties concerned will doubtless accept it. 
But even if a small number of shareholders 
do not accept the offer of the transferee 
company, provided the offer is fair and 
reasonable, the companies concerned have 
nothing to fear by a dissenting share- 
holder’s application to the Court. 

The Court will not ‘‘order otherwise’’ 
unless the dissenting shareholder who ap- 
plies to the Court establishes that, not- 
withstanding the views of the majority, 
the scheme is unfair. 

Minority shareholders are sometimes at a 
disadvantage, particularly in certain pri- 
vate companies, and on occasion majority 
shareholders’ decisions are influenced by 
factors which may not apply to the 
minority. 

The offer to purchase is usually accom- 
panied by the recommendation of the 
directors of the company in which the 


shares are held. But management is often 
divorced from ownership, and it is sub- 
mitted, in these particular circumstances, 
that all shareholders, as proprietors, are 
entitled to sufficient information to enable 
them to make a decision on the sale of 
their interest in the company. 

The directors of private and public com- 
panies should tread warily if the scheme is 
open to objection by minority shareholders. 

The application to the Court, in certain 
circumstances, could be a serious embar- 
rassment to the company whose shares are 
involved. Stamp duty, gift duty, and 
death duty problems of other shareholders 
may arise in an application affecting a pri- 
vate company, whilst it is surprising what 
litigation can bring to light in the way of 
skeletons in cupboards and dirty linen! 

A tribute to the fairness and good sense 
of Australian company directors and 
shareholders is the singular absence in law 
reports of applications to the Court by dis- 
senting shareholders. 

In these days of inflation, when a 1951 
pound has little relation to the pound of a 
decade or more ago, it is respectfully sub- 
mitted that, where a scheme or contract for 
the transfer of shares in a company to 
another company is involved and the con- 
sideration is cash or the issue of prefer- 
ence shares, the offer to shareholders 
should be accompanied by a valuation bal- 
ance sheet. 

A company’s balance sheet merely 
records the historical cost of its assets, and 
in many cases excessive writing down of 
these assets has taken place over the years. 
The result is that a shareholder is at a very 
real disadvantage in considering an offer 
expressed in today’s pounds for his equity 
in the company’s assets, if the only infor- 
mation available to him is a balance sheet 
recording written-down assets acquired 
with the pounds of years ago. 

Where a holding company is involved 
which does not submit balance sheets of its 
subsidiaries or a consolidated balance 
sheet, the shareholder is in an even more 
inferior position in assessing an offer. 
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The Clearing House—continued 

Textbooks on company law offer sur- 
prisingly few comments on the apparently 
little-used provisions of the section in ques- 
tion. Where virtual exchange or ordinary 
shares is involved the present provisions 
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may be adequate. But, when settlement is 
to be made in present-day depreciated cur. 
rency, then it is submitted that a share. 
holder is entitled to a revaluation balance 
sheet expressed in a similar currency. 
Toowoomba. R. N. Ewuiort, 


PREPARATION OF MANUSCRIPTS FOR PUBLICATION 


Consistency in preparation of manu- 
scripts should eliminate purely mechanical 
mistakes in galleys and page proofs, with 
a consequent simpler and quicker checking 
system. Galleys or page proofs free from 
these purely mechanical errors would be 
easier to read for sense and correctness of 
style, ete., as no distraction would occur 
through numerous unnecessary corrections. 

This desired consistency can only be 
achieved by a definite plan at the outset, 
which should result in a saving of precious 
time and reduce overhead expenses. 

Punctuation: Correct punctuation would 
remove one of the main difficulties, and 
should be clearly defined and adhered to. 

For example, in quoting cases a comma 
should come before the year when square 
brackets are use, and after the year when 
round brackets are used, thus: Associated 
Newspapers Ltd. v. F.C. of T. (1938), 
1 A.I.T.R. 406, and A. G. Jenkins v. I.R. 
Comrs., [1944] 2 All E.R. 491. Where a 
case is cited in the middle of a sentence, 
a comma should follow the citation, e.g. 
‘“Nicholas v. C. of T. (1940), 63 C.L.R. 
191,...’’. ‘‘See also’’ should not be fol- 
lowed by a comma, but should read: ‘‘See 
also Royal Insurance Co. Ltd....’’ 

‘*Bte.’’ should have a comma before and 
a full stop and a comma following, e.g. 
‘‘owner, ete.,’’. 

Quotations should have double quota- 
tion marks at beginning and end. Words 
or phrases quoted inside a quotation should 
be in single quotation marks, and so on. At 
the end of a quoted sentence the full stop 
should come after the quotation mark and 
not before, thus ’’.—not .’’ 

In manuscripts, case citations should be 
underlined and should be printed in italics. 


Latin phrases or words should be under. 
lined in manuscripts and printed in italics, 
Cf. and et seq. should be printed in italics 
and should therefore be underlined in the 
typewritten manuscripts. A decision should 
be made as regards ‘‘viz.’’, ‘‘i.e.’’, and 
‘‘e.o.’? Sometimes they are in italics and 
sometimes roman. Uniformity on this mat- 
ter would save many alterations and avoid 
fresh errors in galleys or page proofs asa 
consequence of resetting. 

Held: should be typed this way in manv- 
scripts and printed in italics when con- 
mencing a sentence. When “‘held’’ appears 
in the middle of a sentence it should not be 
in italics but should just run on in the text 
of the sentence. No punctuation mark 
should follow ‘‘held’’ when it appears in 
the middle of a sentence. 

‘*Connexion’’ should be _ consistently 
spelt this way, in keeping with Common- 
wealth legislation. This is one of the 
‘*House rules’’ of the Government Printer. 

Words such as ‘‘ above-mentioned,” 
‘* last-mentioned,’’ ‘‘ before-mentioned” 
should be kept consistent, either with 4 
hyphen or running together. 

Agreement should be reached as to the 
use of £ signs in examples, i.e. to use é 
signs at the beginning of a sum and for all 
sub-totals and totals. 

Where a report of a decision is given 
and the name of the judge is given i 
brackets, no comma should come before the 
bracket and a full stop should follow the 
closing bracket. 

Names of judges should be typed thus: 
Latham, C.J., Williams, Webb, and 
MeTiernan, JJ. 


Sydney. M. E. Howe.’ 


SQUARE BRACKETS AND ROUND BRACKETS 


sometimes in round brackets. A reader has 
asked the reason for this difference. 

The identification of volumes of law re 
ports is done in two different ways. One 


Mrs. Howe’s note on punctuation, which 
appeared in this column, refers to the cita- 
tion of court eases. In her examples the 
year is sometimes shown in square brackets, 





, 1952 


ent is 
d cur- 
share- 
alance 
y. 
OTT. 


inder. 
italics, 
italics 
in the 
should 
’, and 
es and 
iS mat- 
| avoid 
fs asa 


man- 
1 com- 
ppears 
not be 
he text 

mark 
ears in 


istently 
ymmon- 
of the 
rinter. 
ioned,” 
ioned ” 
with 4 


to the 
» use f 
| for all 


s givel 
iven it 
fore the 
low the 


d thus: 
», and 


LOWE. 


ader has 


law Te- 
ys. One 


February, 1952 


The Clearing House—continued 

way is to number the volumes in consecu- 
tive order. This is the method used in the 
Commonwealth Law Reports. These are 
cited as follows: 

Andrews v. Howell (1941), 65 C.L.R. 255. 
The Commonwealth Law Reports run from 
No. 1 onwards, and have now reached No. 
80. Where numerals are used for identifi- 
cation the year is not an essential part of 
the citation. The volume may be found on 
the shelf without the aid of the year, which 
is inserted simply for the information of 
the reader. Where numerals are used to 
identify the volume, and the year of the 
decision is also inserted, the year is shown 
in round brackets followed by a comma, as 
illustrated above. 

The second method is to identify volumes 

by the year. Where, instead of numbers, 
the year is used for identification, the year 
is shown in square brackets, and volumes 
lie on the shelves in that order. The Vic- 
torian Law Reports are cited in this man- 
ner: 
Syme v. City of Kew, [1932] V.L.R. 81. 
A comma is inserted after the names of 
the parties, but not after the year, which is 
an essential part of the reference. 

The square-bracket reference is usually 
adopted in the United Kingdom. For ex- 
ample, the official reports of the decisions 
of the House of Lords have, since 1890, 
been cited thus: 

Minister for Finance (Canada) vy. Smith, 
[1927] A.C. 193. 

The abbreviation ‘‘A.C.’’ stands for ‘‘Law 

Reports, Appeal Cases, House of Lords.”’ 
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If, in respect of any year, it is necessary 

to issue two volumes, the citation is made 
in this manner: 
Cowan v. Seymour, [1920] 1 K.B. 500; 
Currie v. I.R. Comrs., [1920] 2 K.B. 332. 
Where only one volume is issued for a 
year, the number ‘‘1’’ is not inserted. 
Where a second volume is issued, both are 
numbered, as illustrated above. The re- 
porter well knows that the cases decided in 
the year will run to two volumes long 
before the first volume is complete, and the 
number ‘‘1’’ is accordingly inserted in the 
binding of the first volume. 


Will the reader pardon a digression. 
The above is not the way to cite a list of 
kings where the list is added to at each 
accession to the throne. In front of the 
**Old Cheshire Cheese’’ in London is a list 
of kings of England during the reigns of 
which that house has subsisted. The list 
reads, in part, thus: 

GEORGE 

GEORGE II 

GEORGE III 
We think today of George the First, but 
during his life he was never referred to as 
such, but simply as King George. This is 
so for the simple reason that who could say 
that there would ever be a second George? 
True enough, his son was named George, 
but he might have died before his father. 
In particular, many subjects entertained 
the hope that the House of Stuart would 
be restored before the old boor kicked the 
bucket. 


J. A. L. Gunn. 


SPELLING OF THE WORD “NET” 


With few exceptions, the spelling of the 
word ‘‘net’’ in relation to net profits ete. 
is given as ‘‘nett.’’ According to Fowler’s 
Modern English Usage, the correct spelling 


is ‘‘net.’’ Accountants should note the 
correct spelling of this much-used word in 
accounting terminology. 


Melbourne. A.G.W. 


Have you anything to clear? 
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EDUCATIONAL STANDARDS FOR 
ACCOUNTANCY STUDENTS 


by 


A. A. FITZGERALD 


In the September 1951 issue of The Aus- 
tralian Accountant, extracts from answers 
to the Banking, Finance, and Foreign Ex- 
change paper at the April 1951 examina- 
tions of the Commonwealth Institute of Ac- 
countants were quoted in order to show 
that the standard of basic education of 
most candidates for the Institute’s exam- 
inations was inadequate. 

It could, of course, be possible that, for 
some reason or another, candidates at the 
April 1951 examinations were not repre- 
sentative of the general run of candidates 
at other dates. However, the October 1951 
examination in the same paper has dis- 
closed similar weaknesses in the educational 
standard of the majority of candidates. 

Here follows a selection of extracts from 
answers at that examination, quoted ver- 
batim. 

1. Consumer goods are food ete and we 
have to eat to live hence the demand and 
prices soaring. 

2. Let us now consider living conditions 
here it will suffice to say what is one man’s 
meat is another man’s poison. In other 
words what does in England may not do in 
America. The same answer can be given to 
customs. 

3. The best explanation for this theory 
was given by a chap named Fisher. 

4. By savings we means money that is in- 
vested in some way or another and is not 
allowed to be horded away and become idle. 

5. When there is a war there is naturally 
a very large expense incurred by it. 

6. If the value of gold changed violently 
in one country the rate would not be cor- 
rect. 


7. The Commonwealth Bank of Austra. 
lia was formed as a central Bank as a result 
of the Bretton Woods Agreement. 

8. It also maintains the exchange rate, 
This is not general throughout the world, 
but the practice is spreading. 

9. The transfer of gold from the country 
is ilegal. 

10. If the quantity of money available 
increased with no increase in the amount of 
goods available with all things been equal 
then the value of money would fall. 

11. This state of affairs theorically any- 
way could not last. 

12. This theory has now been superseded 
by the Savings Investment theory which as 
expostulated by Lord Keynes is as fol- 
lows—. 

13. Quantity theory of money stated 
that money was only equal to the com- 
modities that it purchased. This was found 
to be only in theory, and that it was not 
practicable to work in reality. Thus it was 
abandoned on account-of the variations of 
its purchasing power. 

14. The term velocity of circulation was 
actually sonomous with demand for money. 

15. This theory was that a_ certain 
amount money would buy a certain amount 
of goods in one country than another. 

16. The Commonwealth Bank lays down 
loan policy qualitatively and quantiterily. 

17. A person living on a superanuation 
payment, which, was once considered to be 
a substantial amount to live on, in times 
of Inflation can only buy that which is 
absolutely essential the rest he must keep 
as he cannot afford to buy any more, con- 
sequently it is a forced saving. 
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LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


PARTNERSHIP: DISSOLUTION BY COURT—RETIREMENT OF JUDGE 
PREVENTS COMPLETION OF TAKING OF ACCOUNTS 


Upon the dissolution of a partnership in 
Victoria an order of the Court was made 
for taking accounts before the Master. 
Before the adoption of the Master’s certifi- 
eate, the Judge who made the order retired 
from office. A summons to obtain the 
opinion of a Judge in Chambers upon ques- 
tions arising on the taking of accounts was 
subsequently taken out, and came on for 
hearing before another Judge of the Court. 

Held, Sholl, J.: that the only Judge who 
could complete the taking of the accounts 
was the Judge who made the original 
order, and as he had retired there was no 


jurisdiction in any Judge of the Court to 
hear the summons. 

His Honour described this result as un- 
just and deplorable. Not only were years 
of litigation wasted and large costs thrown 
away, but other orders of Macfarlan, J., 
and probably of other former Judges of 
the Court, were in the same position, 
whether they were orders for accounts or 
for enquiries as to next-of-kin or otherwise. 
Only urgent retrospective legislative 
amendment could correct the position. 
(Lui Tao v. Shu Yao Lee, {1950} V.L.R. 
488. ) 


ADMINISTRATION OF ESTATES: RIGHT OF LEGATEE TO DIVIDENDS 
DECLARED BEFORE SATISFACTION OF LEGACY 


By his will, a testator, who at the date 
of his death owned large numbers of re- 
deemable preference shares and ordinary 
shares in H. Ltd., gave ‘‘the following 
number of £1 five per centum redeemable 
preference shares’’ in H. Ltd. to persons 
thereinafter named, and he also gave a 
certain number of shares in H. Ltd. to be 
enjoyed by persons in succession. The 
Court having decided that the legacies were 
general, on the question of interest or divi- 


DAMAGES: SERVICE PENSION 


The plaintiff, while serving in the Royal 
Navy, suffered serious injuries in a railway 
accident for which the defendants admitted 
liability. As a result of his injuries his 
earning power had been permanently re- 
duced, and he had been invalided out of 
the Royal Navy and granted a disability 


sion must be disregarded. 


dends in respect thereof— 

Held (Chancery Division, per Danck- 
werts, J.) : the legatees were not entitled to 
the dividends accruing after the expiration 
of one year from the date of the testator’s 
death up to the date when the legacies were 
satisfied, but, during that period, only to 
interest at the rate of four per cent per 
annum. (Re Hall (deceased); Barclay’s 
Bank Ltd. v. Hall & Ors., [1951] 1 All 
E.R. 1073.) 


EXCLUDED IN ASSESSMENT 


pension under the Royal Warrant, 1946, of 
£2 16s. 3d. a week. 


Held: in assessing the damages attribu- 
table to loss of earnings, the disability pen- 
(Payne v. Rail- 
way Executive, [1951] 1 All E.R. 1034.) 


WILL: TESTATRIX’S FAILURE TO ACKNOWLEDGE HER SIGNATURE 
BEFORE WITNESSES CAUSES INVALIDITY 


The testatrix put her mark to the docu- 
ment in the presence of B. While B. was 
signing, J. entered the room and, after the 
testatrix had acknowledged her mark to 


him, he signed as a witness. 
caused an earlier will to be destroyed. 


She then 


Held: (i) the will was invalid under the 
Wills Act 1837, s. 9, for the testatrix should 
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Legal Section—continued 

have acknowledged her mark before either 
witness had attested and subscribed the 
document; and (ii) the earlier will revived 
under the doctrine of dependent relative 
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revocation, having been destroyed in the 
belief that the later will was valid. (In the 
Estate of Davies; Russell v. Delaney, 
[1951] 1 All E.R. 920.) 


COMPANY LAW: DIVIDEND EX SHARE PREMIUM ACCOUNT—WHETHER 
CAPITAL OR INCOME 


The English Companies Act 1948 pro- 
vides that a premium on the issue of shares 
must be carried to share premium account 
and with stated exceptions is subject to the 
provisions of the Act with regard to re- 
duction of capital (s. 56). 

H. Ltd. obtained the sanction of the 
Court to a payment of 2s. 6d. per share out 
of its share premiums. The trustee of cer- 
tain settlements held shares and sought a 


direction whether the sums received con- 
stituted capital or income. 

Held (Chancery Division, per Harman, 
J.): s. 56 creates a new class of capital of 
a company, not being share capital, but not 
being distributable as income any more 
than any other capital asset, and therefore 
the sums were received by the trustee as 
eapital. (Re Duff’s Settlement Trusts; 
National Provincial Bank Ltd. v. Gregson 
& Ors., [1951] 1 All E.R. 869.) 


CONTRACT: WHETHER WIFE’S PROMISE TO REFRAIN FROM APPLYING 
FOR MAINTENANCE VALID CONSIDERATION FOR HUSBAND’S PROMISE 
OF ALLOWANCE 


On 1 February 1943 a wife obtained a 
decree nisi for divorce against her husband. 
On 9 February her solicitors wrote to the 
husband’s solicitors asking them to confirm 
that with regard to permanent mainten- 
ance the husband was prepared to make 
the wife an allowance of £100 a year free 
of income tax. On 19 February the hus- 
band’s solicitors replied that he had agreed 
to allow her that sum. On 11 August 1943 
the decree absolute was made. The husband 
did not make any of the agreed payments, 
and the wife did not apply to the Court 
for an order for permanent maintenance. 
On 28 July 1950 the wife brought an action 
against the husband claiming the amount 
of the arrears on the ground that she was 


entitled to them under the husband’s 
promise. 

Held: (i) in the absence of proof of any 
request, express or implied, by the husband 
that the wife should forbear from applying 
to the Court for maintenance, there was no 
consideration for the husband’s promise, 
and, therefore, it was not enforceable at 
the suit of the wife; (ii) even if, in return 
for the husband’s promise, the wife had 
promised to forbear from applying to the 
Court for maintenance, there would have 
been no consideration for the husband's 
promise because the wife’s promise would 
not be binding on her and would not pre 
elude her from applying to the Court. 
(Combe v. Combe, [1951] 1 All E.R. 767.) 


CIRCUITY OF ACTION: SALVAGE 


Bucknill, J., said in The Kafiristan, 
[1936] 3 All E.R., at p. 568: ‘‘ But circuity 
of action can only be pleaded when the 
rights of the litigants are such that the 
defendants would be entitled to recover 
back from the plaintiffs the same amount of 
damages which the plaintiffs sought to re- 
cover from the defendants.’’ 

The ‘‘Nea Hellas,’’ a ship under the con- 
trol of the Ministry of War Transport, 
collided with another vessel which received 


salvage services from two vessels under 
control of the Admiralty. | 
Held: (i) the fact that the colliding 
vessel and the salving vessels were in the 
same ownership, viz., that of the Crown, 
was not a reason why the salved vessel 
should not pay salvage; (ii) since, in vieW 
of the limitation of the liability of the 
‘“Nea Hellas,’’ the amount of damages re 
coverable against the ‘‘Nea Hellas’’ was 
not the same as the amount recoverable by 
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Legal Section—continued 
the Admiralty in respect of salvage, and 
since the Admiralty was not a party to the 


collision action, there was no circuity of 
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action and the Admiralty were entitled to 
salvage. (The Susan v. Luckenbach, [1951] 
1 All E.R. 753.) ° 


DEED: ADMISSIBILITY OF EVIDENCE TO SHOW TRUE CONSIDERATION 
WHERE ONLY NOMINAL CONSIDERATION STATED 


T. was employed by C.Q. Ltd. as sales 
manager under a service agreement, and 
the company owed him £1215. F. was the 
managing director, and arranged with one 
R. to make advances to the company. R. 
agreed to do so provided the company was 
relieved of liability to T. Accordingly, F. 
arranged with T., orally, to take over the 
company’s liability to T., and in considera- 
tion of this promise T. released the com- 
pany from the service agreement and as- 
signed to F. the debt of £1215. This assign- 
ment was by deed, which stated a considera- 


tion of 10s. only. 

Subsequently T. sued F. for the £1215. 
F. pleaded that it was not open to T. to 
bring parol evidence to show a greater con- 
sideration than that stated in the deed, 
namely 10s. 

The Court of Appeal held that parol evi- 
dence to prove a greater consideration does 
not contradict the terms of the deed and is 
admissible. Clifford v. Turrell (1845), 14 
L.J. Ch. 390, and Frith v. Frith, [1906] 
A.C. 254, applied. (Turner v. Forwood, 


[1951] 1 All E.R. 746.) 


MASTER AND SERVANT: WHETHER EMPLOYER LIABLE FOR INJURY 
RESULTING FROM INADVERTENCE ON PART OF EMPLOYEE, NOT 
AMOUNTING TO NEGLIGENCE 


The plaintiff was employed as an elec- 
trician by the defendants, the occupiers of 
a factory which they used for the manu- 
facture of margarine. While testing an 
electric fan which was used to extract 
steam in a ventilator in a room in the fac- 
tory his hand was caught in the rotating 
blades of the fan and he was injured. The 
plaintiff could not remember how his hand 
was caught in the fan, and the Court took 
the view that it resulted from some inad- 
vertent act on his part. He claimed 
damages for negligence. 


Held (Court of Appeal): that he was 
entitled to recover. 


Asquith, L.J., considered that the de- 
cision in Re Polemis & Furness, Withy & 
Co. Ltd., [1921] 3 K.B. 560, has not been 
overruled nor in any degree shaken by any 
subsequent judgment. Warrington, L.J., 
said in that case: ‘‘The result may be sum- 
marized as follows: The presence or absence 
of reasonable anticipation of damage de- 
termines the legal quality of the act as 
negligent or innocent. If it be thus deter- 


cast and remains 
plained.’’ (Thorogood v. Van den Berghs 
and Jurgens, Ltd., [1951] 1 All E.R. 682.) 


mined to be negligent, then the question 
whether particular damages are recoverable 
depends only on the answer to the question 
whether they are the direct consequence of 
the act.’’ 

Here, the situation of the fan—on the 
floor, unfenced—was such that damage 
could reasonably be anticipated as likely 
to result, and the injury sustained was a 
direct result of that negligent act. Whether 
it was the kind of damage which could have 
been foreseen was wholly irrelevant. 
‘*Directness of causation is the sole eri- 
terion of recoverability,’’ said Asquith, 
L.J., and he added: ‘‘An employer who 
has created or permitted a dangerous con- 
dition to arise is reasonably expected to 
foresee and provide against the possibility 
of injury resulting therefrom even though 
it so results through the intermediation of 
an act of inadvertence by the employee and 
even though that act of inadvertence be of 
a character which cannot be precisely fore- 
in the event unex- 
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End Wages 


Angus Lancaster 


Regrettable Misunderstandings 


The English language contains: a con- 
siderable number of words which bear 
different meanings and are often spelt 
differently, but which have the same or 
nearly the same pronunciation. This simi- 
larity sometimes gives ries to unfortunate 
misunderstandings with, at times, grave 
consequences. The following two anecdotes 
illustrate this defect in our tongue. 

An American decided to bequeath a con- 
siderable sum to a certain church. His 
solicitor was instructed to inform the 
clergyman of the proposed bequest and to 
discuss certain details. On learning of the 
proposal, the clergyman bowed his head 
reverently and said ‘‘Thank God for this 
great succour.’’ The solicitor told his client 
of the clergyman’s reaction, whereupon the 
testator instructed the solicitor to cancel 
the bequest. 

Lord Halifax, early in World War II, 
was Foreign Secretary. During an air-raid 
one evening, he happened to be entertain- 
ing some V.I.P.’s. The air-raid warden 
knocked at Lord Halifax’s door during the 
raid and informed his servant that there 
was a tiny chink appearing at one of His 
Lordship’s windows. The servant replied 
‘‘That’s not a Chink; that’s the Japanese 
ambassador.’’ 


The Soft Answer (5) 


This is an old story of Scotland, a coun- 
try so seldom mentioned in these columns. 
I picked it up in a taxation note written 
soon after Waterloo, dealing with the in- 
ability of farmers to meet their property 
taxes during the then post-war depression. 
It was the custom for farmers to engage 
labourers at the village “market overt.” 
The labourer would signify to the world 
that he was for hire by placing a straw in 
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his mouth. On one occasion, a farmer ap 
proached a straw’d lad and asked if } 
had a “character.” (In the corrupt Engy 
lish used south of the Tweed, this # 
known as a “reference.”) The lad replied 
“No.” The farmer told him to go to the 
Presbyterian minister and if he brougl 
back a satisfactory character from th 
minister the farmer promised to engag@ 
him. In due course the lad returned. 
farmer asked him if he had the charactem 
The lad replied, “Aye, and I’ve got yous 
too, and I’m no’ comin’. * 


The First Silly Ass 
One Sunday, 320 years ago, there took 
place a private performance of Mie 
summer Night’s Dream in the Bishop ¢ 
Lincoln’s London house. The Purits 
took umbrage at this breach of the Sale 
bath, and singled out for special attentio—f 
a Mr. Wilson, who played the part 
Bottom. His sentence reads as follows: 
“We do order that Mr. Wilson, as 
was a special plotter and contriver of th 
business, and did in such a brutish m 
ner act the same with an ass’s head, shal 
upon Tuesday next, from six o’clock 
the morning till six o’clock at night, sit 
the porter’s lodge at my lord bishop 
house, with his feet in the stocks, 
attired with an ass’s head, and a bottle@ 
hay before him, and this subscription @ 
his breast: 
Good people, I have played the be 
And brought ill things to pass; 
I was a man, but thus have maile 
Myself a silly ass.” 


Musical Note 

Stephen Lister, in Marise, observes | 
in this age “the tinkle of the cash reg 
is more beautiful music than that pm 
duced by heavenly choirs.” 











